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HISTORICO-ECONOMIC ASPECTS OF DRAINAGE IN THE 
FLORIDA EVERGLADES 


L. LEMAR STEPHAN 
Birmingham-Southern College 


Agricultural activity in the Everglades, so far as white man is concerned, did 
not begin until initial steps had been taken toward control of water. The first 
Everglades dwellers were Seminole Indians, who moved south from Georgia 
about 1750 and remained until most of them were deported by the United States 
Government in 1858.1 The Indian practice of planting a few vegetables during 
the period of low water, then hunting and fishing during the rainy season, held 
no attraction for men accustomed to permanent habitation. As a result, lands 
were not offered for sale until reclamation projects were under way and success 
was reassuring. Land in the Upper Glades began, then, to have property value 
when labor and capital were applied. 

Water standing on the ground for several months in the year seemed at first 
to be the sole impediment to agriculture. When Lake Okeechobee annually 
overflowed onto the lands of the Everglades, a sand and limestone embankment 
rimming south Florida prevented natural drainage. Thus the estimates of 
cost of reclamation, made about the middle of the nineteenth century, were 
based upon the hypothesis that agriculture could be practised as soon as the 
level of the lake was lowered by outlet canals from the lake through the lime- 
stone coastal rim to the ocean. In time, numerous other problems presented 
themselves: (1) lowering the ground water to a level desirable for crop cultiva- 
tion, (2) raising the ground water during the dry period as an aid to plant growth, 
to prevent soil shrinkage and disastrous fires, (3) maintaining channels for water 
transportation, and (4) affording adequate hurricane protection, to say nothing 
of the economic problems involved in improving land in the amount actually 
needed for cultivation at a given time. As a consequence, the costs of water 
control—costs borne for two decades by the land owners, but since 1930 shared 
by state and Federal governments—finally exceeded many times the original 
estimates. . 


I 


Soon after Florida attained statehood (1845), its citizens fostered plans for 
reclamation of the Everglades, which at that time still belonged to the Federal 
government. In 1847, Senator Westcott of Florida secured the appointment 

1 L. LeMar Stephan, ‘‘Geographic Role of the Everglades in the Early History of Flor- 
ida,”’ The Scientific Monthly, Vol. LV (December 1942), pp. 517-521. 
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of an agent for the Treasury Department, Mr. Buckingham Smith, to investigate 
whether reclamation of the Everglades marsh would be practicable. After in- 
vestigation, Smith reported in the affirmative. He estimated the cost at 
$500,000. 

Three years later the United States enacted legislation which granted the 
Everglades to Florida. 


“The act of 1850 granted to each of the several States of the Union those swamps and 
overflowed lands within their respective boundaries which remained unsold by the 
Federal Government at the time of the passage of the act; the stated purpose being to 
enable the respective States ‘to construct the necessary levees and drains to reclaim the 
swamp and overflowed lands therein.’ The act carried the further provision ‘that the 
proceeds of said lands, whether from sale or by direct appropriation in kind, shall be 
applied, exclusively, as far as necessary, to the purpose of reclaiming said lands by means 
of the levees and drains aforesaid.’ ””? 


The grant was accepted in 1851 and in 1855 the legislature set up a board of 
trustees for the Internal Improvement Fund, which included the governor and 
four other state officials and their successors in office. Eventually Florida re- 
ceived over 20,000,000 acres of land under the Land Act of 1850. 

The first attempt to drain the Everglades was made by the Disston Company 
(the Atlantic & Gulf Coast Canal and Okeechobee Land Company) from 1881 
to 1889. The value of the venture to the state of Florida was not that reclaimed 
lands were opened up for settlement, but that the $1,000,000 paid by Hamilton 
Disston into a state treasury bankrupt from a carpetbagger government put 
Florida years ahead of other southern states in restoring fiscal stability. Disston 
sought to make Kissimee (the terminus of existing rail lines) the capital of a new 
sugar empire and to provide it with water connections from the Gulf. In the 
latter plan he succeeded, by dredging the Kissimmee and Caloosahatchee Rivers 
and connecting Lakes Hicpochee and Okeechobee by a canal; in the former 
scheme he failed, for little of his 4,000,000 acres were put under cultivation. The 
waterway to Kissimmee was little used, actually, because of the completion of a 
railroad from Kissimmee to Tampa by the Plant lines in January, 1884. In 
conformity with the Land Grant of 1850, Disston was expected to lower perma- 
nently the level of Lake Okeechobee to such a degree that the Everglades would 
be free of surface water at all seasons. Operations of the Disston Company 
ceased about 1889, without fulfilling this obligation. ‘‘...The only canals ex- 
cavated by the Disston Company that would have tended to reduce the waters 
of Lake Okeechobee and the Everglades, had they been completed, were a canal 
from the southwest shore of Lake Okeechobee into the Caloosahatchee River 
and one extending south from Lake Okeechobee into the Glades without outlet.’ 


2 U.S. Congress, Senate, A Report to the United States District Engineer, Jacksonville, 
Florida, submitted to Okeechobee Flood Control District of Florida, Caloosahatchee River 
and Lake Okeechobee Drainage Areas, Florida, Sen. Doc. 225, 71st Cong., 3rd Sess. (Wash- 
ington: Government Printing Office, 1930), p. 11. 

3U. 8S. Congress, Senate, Everglades of Florida, Acts, Reports, and other papers State 
and National, relating to the Everglades of the State of Florida and their reclamation, Sen. 
Doc. 89, 62nd Cong., Ist Sess. (Washington: Government Printing Office, 1911), p. 10. 
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Nor was Hamilton Disston the only entrepreneur who envisioned wealth- 
producing possibilities in a drained Everglades. Two railroad magnates, Henry 
B. Plant and Henry M. Flagler, each desired that a populous and rich agri- 
cultural land develop near the terminus of his railroad system (Atlantic Coast 
Line and Florida East Coast Railway, respectively). In 1892, Plant sent an 
expedition under the leadership of J. E. Ingraham, one of the company’s vice- 
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presidents, to investigate the feasibility of draining the Everglades. Ingraham’s 
report was favorable, but no action was taken by his company. The Florida 
East Coast Railway Company, however, actually began drainage operations in 
1896. “The operations of this company ... were directed toward opening and 
enlarging the natural streams for the purpose of lowering the water of the arms 
of the Glades during the winter season, to facilitate the growing of winter vege- 
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tables.’ This enterprise made arable small tracts along the Atlantic coast 
without substantially affecting the Everglades as a whole. 

Popular interest in the agricultural possibilities of the great marshland was 
stimulated by the findings of Dr. H. W. Wiley who reported in 1891 on The 
Muck Lands of the Florida Peninsula and in 1905 on Cane and Cassava Culture in 
Florida. According to Dr. Wiley’s estimates, it would have been possible to 
deliver sugar cane to the factory at a cost of less than $2.00 per ton, if canals 
were used for transportation and for floating steam engines for powering the 
operations of cultivation. He predicted that the region could be free from frosts. 
His enthusiasm ran high, too, for the future of rice and tropical fruits in the 
Glades. 

Increased interest in the Everglades brought to the fore the question of title 
to the lands. In 1901 the trustees of the Internal Improvement Fund agreed to 
set aside the land grants made by the legislature, for the purpose of encouraging 
railroad building, on the ground that the trustees alone had authority to dispose 
of lands under the Act of 1850. Had this decision of the Trustees not been up- 
held by the court action which ensued, the loss of the 8,000,000 acres claimed by 
the railroads would have left the Internal Improvement Fund without either 
lands or money. The test case, brought by the Southern States Land & Timber 
Company, was finally decided in May, 1907, and since then no decision has been 
adverse to the trustees. 

To Governor W. 8. Jennings (1901-05) belongs much of the credit which has 
aecrued to his successor, Governor Broward, for starting actual drainage. It 
was Jennings who called attention to the fact that no patent had ever been issued 
which transferred the swamp lands from the United States to Florida under the 
Act of 1850. Patent to an estimated 2,862,080 acres’ was then issued on April 
29, 1903. Jennings, furthermore, 


“caused data to be compiled concerning the possibility and practicability of draining the 
Everglades, the rainfall, altitude, outlets, and topography, with drawings showing the 
altitude of Lake Okeechobee, profiles of the Kissimmee River and lakes and their elevation 
above tidewater. These showed the normal elevation of Lake Okeechobee to be 20.42 
feet above the level of the Gulf of Mexico and practically the same elevation above the 
Atlantic Ocean. All these data, together with profile drawings and information as to the 
nature of the soil and its fertility and products, he laid before the legislature of 1903. In 
the same message he named the drainage outlets to be deepened by cutting canals from 
Lake Okeechobee to the Gulf and to the Atlantic Ocean.’’® 


The conclusion based upon this report was that the land, prior to farming, could 
be drained at a relatively small cost per acre and the value of the land would 
immediately rise. Costs would not exceed the benefits. Under the administra- 


4 Ibid., p. 95. 

5 F.C. Elliot, Everglades Drainage District, Biennial Report 1925-1926 (Tallahassee: Ever- 
glades Drainage District, 1927), p. 61. 

6 Caroline Mays Brevard, A History of Florida From the Treaty of 1763 to Our Own Times, 
ed. James Alexander Robertson, 2 vols. (Deland, Florida: The Florida Historical Society. 
1924), Vol. II, p. 194. 

















DRAINAGE IN FLORIDA EVERGLADES 201 


tion of Governor Jennings, therefore, were taken the initial steps toward actual 
drainage which had its inception under Governor Broward. 

Napoleon Bonaparte Broward, governor 1905-1909, boldly sought election on 
a platform of draining the Everglades, at a time when the title of lands granted 
railroad companies by the legislature was being bitterly contested in the courts. 
Promptly after Broward’s inauguration in January, 1905, “‘the legislature of the 
State created Everglades Drainage District, including the Everglades lands, 
which by that time were owned in part by the trustees and in part by various 
private interests.’’” 

The law was ruled unconstitutional by the Federal court. An amended act 
was passed by the legislature of 1907 which was sustained by the courts: “The 
District is administered by the ‘Board of Commissioners, Everglades Drainage 
District, with membership identical with that of the “Trustees of the Internal 
Improvement Fund” . . 2 “The total number of acres included in the drainage 
project, which includes lands contiguous to the Everglades proper, exceeds four 
million.”® The Drainage District had two sources of funds for the reclamation 
work: proceeds from the sale of lands, and revenue from a tax of five cents an 
acre per annum on all land—regardless of ownership—lying within the District. 

During the four-year period, July 1906 to July 1910, the object was to drain 
the Glades by permanently lowering the level of Lake Okeechobee with a series 
of canals extending diagonally from the lake southeastward to the Atlantic. 
The method of accomplishment was direct operation of dredges. 

During the period 1906-1910, four dredges were placed in use: the dredge 
Everglades (launched July 4, 1906), Dredge Okeechobee (October, 1906), the 
Caloosahatchee (1908), and the Miami (1909).1° The Caloosahatchee Canal (old 
Disston Cut) was dredged for the fifteen miles of its length and beginnings made 
on three new canals. By July 1, 1910 there had been completed 11.19 miles on 
the North New River Canal, 13.64 miles on the South New River Canal, and 4.25 
miles on the Miami Canal. These reclamation activities caused an increase in 
the price of Everglades land from $1.25 an acre in 1908 to $15.00 in 1910." 

Drainage of the lands was continued under Governor Albert W. Gilchrist. 
Beginning July 1, 1910, the method of construction of canals was changed to 
that of awarding contracts to private construction companies. The four district- 
owned dredges were sold at this time. Under the new arrangement work pro- 
gressed much faster, forty miles of excavation being completed in the first ten 
months after the letting of the contract. 


7 Senate Doc. 225, op. cit., p. 13. 
8 Report of Everglades Engineering Board of Review, to Board of Commissioners of Ever- 
glades Drainage District (Tallahassee: Everglades Engineering Board of Review, 1927), 


p. 27. 
® Nevin O. Winter, Florida, The Land of Enchantment (Boston: The Page Company, 
1918), p. 308. 


10 F.C. Elliot, Everglades Drainage District, Biennial Report 1927-1928, to the Board of 
Commissioners of Everglades Drainage District (Tallahassee: Everglades Drainage Dis- 
trict, 1929), p. 64. ; 
11 Jbid., p. 65. 
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Prior to January 1, 1909, costs of drainage were paid from the Internal Im- 
provement Fund and from that time until January 1, 1917, costs were divided 
between the Internal Improvement Fund and the Everglades Drainage District. 
‘All payments from the Internal Improvement Fund for Everglades drainage 
works were reimbursed later by Everglades Drainage District.” 


II 


Since 1913, drainage has been carried out under the terms of the Act of that 
year, with such amendments as have been added from time to time. Two 
changes were made in manner of finance: the uniform tax of five cents an acre 
was abandoned in favor of a differential system of taxation varying with the 
amount of benefit accruing from successful drainage projects. Taxes within 
the Drainage District continue to the present to be levied on a zone basis (five in 
number) supplemented by a one mill levy on each dollar’s worth of property in 
the District. The Drainage District was further authorized to issue bonds 
secured by these taxes. 

The Florida Everglades Engineering Commission, under the chairmanship 
of Isham Randolph, undertook to formulate plans for complete drainage of the 
Everglades. The so-called Isham Randolph plan has been followed, with minor 
exceptions, since that time and in 1927, its essential features were upheld by the 
Everglades Engineering Board of Review. The Randolph commission stated: 


“The solution of the Everglades drainage problem is primarily dependent upon the dis- 
position to be made of the flood waters entering Lake Okeechobee from the north. These 
flood waters under present conditions pass over the south rim of the lake and spread 
over the Everglades, placing that great area under servitude of the surplus waters of the 
northern watershed. In our judgment the Everglades can best be relieved of this servi- 
tude by diverting the flood waters through a canal of adequate capacity occupying the 
shortest practicable route to the Atlantic Ocean or an inlet thereof .... With these 
extraneous flood waters diverted as indicated, the problem of draining the Everglades is 
reduced to proper provision for carrying off the precipitation upon them. This can be 
accomplished by adding to the main canals which now traverse this territory—canals now 
surcharged with waters flowing out of Lake Okeechobee—other canals... .’’!4 


The Commission estimated that the Okeechobee-St. Lucie control canal would, 
in addition to serving the purposes of drainage, provide a twelve-foot navigable 
canal and a source of waterpower. (The latter expectation was not realized.) 

During the decade 1916-1926, the greater proportion of Everglades drainage 
as it exists today was completed. Since the chief feature of the policy of drainage 
by gravity is the prevention of lake overflows, the achievement was substantially 


12 Report of Board of Review, p. 28. 

13 Nathan Mayo, Possibilities of the Everglades (Tallahassee: State of Florida, Depart- 
ment of Agriculture, 1932), Bulletin 61, p. 6. 

4 U.S. Congress, Senate, Report of Florida Everglades Engineering Commission to 
Board of Commissioners of Everglades Drainage District and Trustees of Internal Improve- 
ment Fund, Florida Everglades, Sen. Doc. 379, 63rd Cong., 8rd Sess. (Washington: Govern- 
ment Printing Office, 1914), p. 5. 
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unsatisfactory until a control canal could be put into operation. The St. Lucie 
River was chosen as a direct route to the ocean. Construction on the St. Lucie 
Canal began actively in January, 1916. Too late to be of any assistance in 
preventing disaster, “the St. Lucie Canal came into 70% operation early in 
October, 1926, shortly after the great September hurricane, and began for the 
first time to be effective in controlling the levels of Lake Okeechobee.”® 

During this period, 1916-1926, work on the drainage canals as well was pushed. 
Construction of control locks and dams was practically complete for canals in 
operation by 1925. Even before the St. Lucie Canal provided effective control 
of the levels of Lake Okeechobee, agriculture was undertaken along drainage 
canals with considerable success. By May 31, 1926, 486.9 miles of main canals 
were open. These canals were the St. Lucie, Hillsboro, West Palm Beach, North 
New River, South New River, Caloosahatchee, Indian Prairie, and the half- 
finished Miami. 

In the biennial report dated January 1, 1927, the Chief Drainage Engineer 
recommended a few revisions in the Isham Randolph plan. An Everglades 
Engineering Board of Review, reporting May, 1927, upheld the proposed revi- 
sions. An east and west system of main canals was advocated instead of addi- 
tional diagonal drainage canals trending southeastward, first, because a shorter 
route to the sea would more effectively utilize the limited fall and thus flow less 
sluggishly, and, second, because less hard rock would be encountered in the 
east-west route. This revision is the plan in operation today. Six to eight 
miles was judged the most economical spacing for arterial canals. 

The control levels of Lake Okeechobee had been maintained at a maximum of 
19 feet and a minimum of 16 feet, according to the recommendation of the 
Randolph Commission. A change of levels of 17 feet and 14 feet was pro- 
posed, and ultimately adopted, since soil subsidence had amounted to four feet 
and over, instead of the estimated eight inches. 

The report of the Everglades Engineering Board of Review in 1927 closed per- 
manently any consideration of a power project on the St. Lucie Canal because 
records showed such a project would be unprofitable for lack of sufficient water. 

The report of the Board of Review inaugurated an era of progressive drainage 
of the Everglades, such as that recommended by the Randolph Commission, suc- 
ceeding the period in which total drainage was attempted. Economic necessity 
dictated that water-control improvements result in rendering specific tracts 
capable of paying reclamation costs by their taxes. 


Ill 


The natural lake rim along the southern shore of Okeechobee was lowered to 
a dangerous degree by soil subsidence. In 1921, therefore, levee construction 
was begun with the purpose of restoring original or somewhat higher levels. 
Since this levee was designed merely to confine lake waters during the period of 
high water, it was constructed for the most part of muck, marl, and sand, or a 


18 Report of Board of Reviews, p. 36. 
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mixture of the above and of rock in a few places where rock had been encountered 
in excavating. To January 1, 1927, $455,187 had been expended on this levee.'* 
Extensive breaching in the Moore Haven district in September, 1926, revealed 
urgent need for larger and stronger levees. When the hurricane of October, 
1928 struck the southeast shore, temporary levees were, for the most part 22 feet 
to 28 feet in elevation. A few high sections around 29 feet in elevation showed 
evidence that the water did not go over these high places. ; 


\ 

“Though without riprap protection, considerable reaches of the levee suffered but 
minor damage. In a few places the levee was breached; in many places the top was 
washed away to a depth of two to three feet. The section of levee where damage oc- 
curred extended from Pelican Point to Miami Canal, a distance of 21.6 miles. The aggre- 
gate of length of levee damaged to the extent of having its crest lowered to an elevation 
of 20 feet or below, was 1.7 miles.’’!” 


Failure of the levees to protect life and property resulted, then, from a failure to 
anticipate wave crests of 29 feet, rather than from faulty construction. 

General loss of confidence in Florida bonds following the collapse of the 
Florida “boom”, coupled with extensive property damage inflicted by two hurri- 
canes, made it impossible for the Okeechobee Flood-control District (created by 
legislative act in 1929) to finance adequate hurricane protection. The State of 
Florida, in the interests of general welfare of the state, and the Federal govern- 
ment, for the protection of human life and for the maintenance of navigation, 
joined with local interests in constructing a large 66-mile dike around the south- 
ern half of the lake. A less substantial dike was provided for northern shores 
financed by local interests. 

The south-shore levee, under construction from 1930 to 1937, was built to a 
height of thirty-four feet. Over a marl and sand core, there is a rock facing 
three and a half feet thick on the lakeward side, three feet on top, and two and a 
half on the landward flank. Excavation of rock for riprap work facilitated the 
construction of a belt-line canal 80 feet wide and six feet deep following the 
south shore of the lake. 

A program of tree-planting has recently made for protection of the earthen 
levee of the north shore. In the spring of 1938 work was begun with the planting 
of 17,000 willow sprigs.'* The following year Australian pines, Australian oaks, 
bamboo and cajeput trees were set out. 

Elaborate precautions are taken each hurricane season. Each man who is 
expected to patrol the levees or serve at one of the hurricane gates knows his 
post of duty. Communication between hurricane gates by wireless telephone 
was installed in 1939. 

Minimum and maximum lake levels to be maintained were determined by the 
act of Congress which made Okeechobee part of the territorial waters of the 
United States. The legal levels are 14 and 17 feet, respectively. In hearings 

16 Ibid., p. 37. 


17 Drainage District Report 1927-1928, pp. 27 and 29. e 
18 Glades County Democrat, Moore Haven, Florida, March 24, 1939. 
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before the District Engineer in 1939, a majority of drainage officials favored at 
least a two-foot raise in levels. Higher levels are of value in fire prevention, 
irrigation, waterway transportation, wild-life conservation, and frost control. 
Such change is opposed by the owners of island land, by the three lowest-lying 
sub-drainage districts (on the ground that existing facilities would have to be 
enlarged to accommodate a larger flow of water), and by east-coast tourist 
areas (objecting to any large flow of waters through the canals, such as would 
tend to disturb coastal fishing). B.S. Clayton, Associate Drainage Engineer 
of the Bureau of Agricultural Engineering, believes that the most satisfactory 
lake level is 16 feet. Any adjustment of lake levels should be part of a general 
comprehensive water-control plan. 


IV 


All early drainage operations were predicated upon the assumption that canals 
would serve as a major artery of transportation, thus increasing accessibility and 
its manifold economic and social implications. Canals did serve such a purpose 
until well into the 20’s and the barrier of marsh waters was further reduced. 
Today, however, highways and railroads move all freight except that carried 
by way of the cross-state canal and its belt-line canal connections. 

Following the flood of 1928, fear of hurricane tides led to demand for avery 
low lake level—a level which would have jeopardized water travel through the 
lake. Federal participation in the flood-control and water-transportation project 
of 1930 did, however, provide adequate flood protection while maintaining a 
cross-state channel 6 feet deep and 80 feet wide.'® Congress provided these 
facilities for Okeechobee navigation over the recommendation of government 
engineers, who judged that neither actual nor potential water-borne commerce in 
the region justified such expenditure. In 1935 there were 55,382 tons shipped in 
vessel traffic with a value of $3,345,036, and 7,530 tons in general ferry service, 
to a value of $1,882,500, or a total of 62,912 tons in all traffic with a total value 
of $5,227,536.2° These figures include contractor’s supplies used for levee and 
canal construction. Chief items brought into the Glades by water are gasoline 
and fuel oil. Of the products sent out of the Glades by water, vegetable food 
products and fruit lead, followed by lumber (from the north shores of Okee- 
chobee) and fish. 

Canals leading from Lake Okeechobee, other than the St. Lucie and Caloosa- 
hatchee, enjoyed little traffic in 1935. The Miami Canal was reported as having 
a controlling depth of eight feet for two miles above Miami River and one foot 


19 U.S. Congress, Senate, Letter from the Chief of Engineers United States Army to the 
Chairman of the Committee on Commerce United States Senate, submitting a Review of 
the Reports on Caloosahatchee River and Lake Okeechobee Drainage Areas, Fla., sub- 
mitted in House Document No. 215, Seventieth Congress, and in Senate Document No. 213, 
Seventieth Congress, Caloosahatchee River and Lake Okeechobee Drainage Areas, Fla., Sen. 
Doc. 115, 71st Cong., 2nd Sess. (Washington: Government Printing Office, 1930), p. 38. 

20 Report Upon the Improvement of Rivers and Harbors in the Jacksonville, Fla., District, 
Annual Report of the Chief of Engineers, 1936 (Washington: Government Printing Office, 
1937), p. 545. 
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throughout the rest of its course to Lake Okeechobee, hence the figures 1,500 tons 
to a value of $3,750 and passengers numbering 4,220 represent chiefly cruise and 
excursion boats in the Miami vicinity and not Upper Glades’ traffic. The South 
New River Canal, serving Lower Glades’ settlements such as Dania, had no 
passengers for 1935 and but 64,044 tons valued at $384,264. Revealing as to 
canal transportation in the Upper Glades, is the report for North New River, 
West Palm Beach and Hillsboro Canals which had neither passenger nor freight 
traffic. Footnote comments on the commerce of these canals are respectively: 
“Tt is reported that the cessation of traffic on this canal has been due to the 
deterioration of the waterway and to the completion of improved roads over 
which cheap and rapid motor transportation is available.” . . . “The waterway 
is blocked by water hyacinths except for a distance of about 1 mile at the lower 
end, which is reported to have been used by occasional small pleasure boats.” 
... “There is no regular traffic on the waterway. It is reported that a few 
small pleasure boats go up the canal for a distance of about 2 miles above the 
mouth for sight-seeing and fishing purposes, but no data are available on the 
trips and drafts of these boats or the number of passengers carried. The remain- 
der of the waterway is blocked by hyacinths and snags and is not navigable”. 

In 1936 army engineers put in operation a machine which seeks to clear canals 
of hyacinths by conveying them to the banks. If early optimistic approval of 
this machine was justified, canal transportation may not be a thing of the past. 
The $10,000 for clearing the canals was appropriated as much for lessening flood 
danger during the hurricane season as for facilitating transportation by water. 

Recent interest in water transportation for the Upper Glades is revealed in 
two news articles: A new lock in the St. Lucie is under construction replacing 
the Port Mayaca lock and providing a lake-level canal from Okeechobee to the 
outskirts of Stuart. At low lake levels there will be between ten and eleven 
feet of water over the lock sill.” A news bulletin reports United States engi- 
neers as favoring increasing the controlling depth of the cross-state waterway 
from six to eight feet. ‘The Chamber of Commerce at Belle Glade is seeking to 
secure navigable waterway connections for Belle Glade either via the Hillsboro 
Canal and Lake Okeechobee or, preferably, via the Hillsboro Canal to Six-Mile 
Bend, thence via West Palm Beach Canal to the Atlantic. Residents of Upper 
Glades are thus seeking to cut shipping costs of such commodities as petroleum 
products, machinery, fertilizer and building materials by utilizing water routes. 


V 


Gravity drainage has long been frankly acknowledged to be inadequate. The 
Everglades Drainage District is, therefore, now supplemented by numerous 
sub-drainage districts which finanwe and operate pumping stations and provide 
a network of lateral canals to further water control within the district. Each 
sub-drainage district rims its boundaries with dikes and then seeks to control 


21 Tbid., pp. 564-565. 
22 Belle Glade News, Belle Glade, Florida, October 20, 1939. 
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water levels within the district in keeping with the best interests of its growers. 
The fact that water control policies can differ from sub-district to sub-district 
has favored crop production and soil conservation. 

To effect drainage in; this flat land, main canals spaced at six-mile intervals 
and laterals carrying water to the main canals must be supplemented by farm 
7 ditches. Research by the Drainage Division of the Bureau of Agricultural Engi- 
neering has determined that “it is not advisable to place farm ditches more than 
an eighth of a mile apart and the area between ditches should be mo.-drained.’”’ 
In most cases, farm ditches are equipped with low-lifting pumping units. 


“Small areas of a few hundred to a thousand acres usually are drained with turbine- 
type pumps driven either with electric motors or high-speed engines burning gasoline and 
fuel oil. The larger units of 3,000 to 10,000 acres are drained with wood-screw pumps 
driven by heavy-duty Diesel engines. 

The larger pumping plants have a capacity of about 1” in 24 hours, which seems suffi- 
cient where cane is the principal crop. Areas growing truck crops need pumping plants 
with capacity of 2 to 3”’—several independent units.” 


B. S. Clayton estimates that a system of laterals supplemented by farm ditches 
can take care of four inches or so of rainfall descending at one time, provided the 
ditches have been kept reasonably low previous to the rainfall period. 

Mole-type underdrains are used both for drainage and for irrigation. (Over- 
head irrigation is conspicuously absent. This method seems to induce more plant 
diseases than sub-irrigation.) Mole lines are dug by drawing a 6-inch steel 
cylinder through the ground at a depth of about 30 inches. Dr. Neller states 
that the usual distance between these mole tunnels is from twelve to fifteen feet. 
An advantage of mole drains is the economy of installation, an average of $1.00 
per acre (as compared to $1500.00 for tile under-drains).* To be sure, mole lines 
eventually fill with sludge, but some are still open after five years of use, accord- 
ing to B.S. Clayton. 

The process of incorporating land under water control and breaking up the 
virgin organic peat soils is fairly costly. Dr. Neller estimates that the cost of 
ditching and installing suitable pumps ranges from $20.00 to $35.00 an acre. 
He further estimates that an 80-acre plot is about the minimum economical unit, 
and that the optimum size is a section, since drainage designs are adaptable to 
such a large unit and the owner usually has to contend with adverse seepage con- 
ditions around his area.”* 


23 B. S. Clayton, ‘‘Water Control in the Peat Soils of Florida”, Bureau of Agricultural 
Engineering, No. 1077 (United States Department of Agriculture and University of Florida 
Agricultural Experiment Station, February, 1938), p. 11. (Mimeographed) 

2B. S. Clayton, ‘‘Peat Soil Problems in the Everglades”, Florida Grower (September, 
1935) p. 10. 

25 Robert Creech, in interview. 

26 Hearings Before the Select Committee Investigating National Defense Migration, House 
of Representatives, Seventy-seventh Congress (Second Session), H. Res. 113, Part 33, Wash- 
ington Hearings, 1942, p. 12543. 














VI 


Prior to construction of the great flood-control levee, undertaken in 1930, all 
' expenses of water control were borne by owners of Everglades land acting to- 
gether in the Everglades Drainage District and the various sub-drainage dis- 
tricts (in addition to further expenditures by individuals upon their own tracts 
of land). Drainage and sub-drainage districts alike were supported by taxes 
levied within their respective boundaries. Although these agencies were given 
legal entity by legislative enactment of the State of Florida, they did not consti- 
tute a financial drain upon the rest of the state except for the drainage taxes 








TABLE I 
DRAINAGE EXPENDITURES, 1905-1928* 
YEAR 1 2 3 a 5 6 7 8 
1905 | $1.25 45 $5,391,000 
1910 2.00} 1,492 42 45 8,626,000 
(1913) 
1915 15.45 | 6,816 | 9,690,800 | 20,000 50 49 66 , 600 , 000 
(1921) 


1920 | 24.73 | 23,500 | 9,424,100 | 34,000 | 72 81 106,300,000! 5,000,000 
1925 | 108.66 | 40,200 | 27,635,790 | 50,000 | 340 | 180 467,000,000] 10,000,000 
(1926) (1926) 
1927 | 81.51 | 46,007 | 41,824,090 | 92,000 | 507 | 192 350,500,000} 10,255,000 
1928 | 92.68 | 48,000 | 31,955,200 | 96,000 | 586 | 210 106,000,000] 10,141,000 





























* These figures are taken from the Biennial Report of the Everglades Drainage District 
for 1927-1928, page 76. 
Column 1—Average state land sales, price per acre 
Column 2—Estimated population 
Column 3—Assessed value as for state and county purposes 
Column 4—Estimated acres under cultivation 
Column 5—Miles improved roads 
Column 6—Miles railroad 
Column 7—Approximate value on state land sales basis 
Column 8—Bonded debt 


paid by the state upon unsold land. Inasmuch as improved lands were quickly 
sold and unimproved portions were taxed at a low rate, the contributions of 
Florida were negligible. 

The effect of drainage expenditures upon land values and general economic 
progress is summarized in Table I. The report goes on to comment: ‘The cost 
of the drainage work to December 31st, 1928, was in round figures, $18,000,000, 
or, for each million dollars expended in drainage by the district, the value of the 
district has increased about sixteen and one-half times—an expense ratio of 1 
and increase value rate of 164.’”7 The fact that during the period down to 1930 
the interest rate on Drainage District bonds was reduced from 6 per cent to 5} 
per cent, and finally to 5 per cent, attests to general confidence in the enterprise.”* 


27 Drainage District Report 1927-1928, p. 77. 
28 Mayo, op. cit., p. 6. 
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For the first time, in 1930, local funds were supplemented by Federal appro- 
priations. The entire project of constructing and maintaining the lake levee 
and providing increased navigation facilities cost the United States $18,000,000 
by April, 1939. Local participation was limited to $500,000 under the terms of 
an act in 1935. This great expense was not incurred because of any decision that 
the value of the reclaimed lands would justify it, but because it was evident that 
since people would continue to live in the Glades, they would need to have their 
safety secured. Thus, as reclamation operations progressed and settlement 
expanded, land values rose. 

The decade of the 1930’s revealed that the same fallacies of reasoning had 
fostered issues of Everglades bonds that had inflated the general bond market 
of the United States; and Drainage District bonds suffered the same decline 
as other bond issues. Confidence in a steady demand for new agricultural lands 
had prompted too rapid expansion of debt. Eventually the facts that new land 
was not, at the present, in demand and that products of the land already in culti- 
vation could not always be marketed at a profit, checked further reclamation 
projects for the time being. That move brought taxpayers face to face with the 
realization that they—and they unaided by additional settlers—must pay off 
the bonded indebtedness. 

In 1924 the Everglades Drainage District collected 94 per cent of the total 
tax levied on lands within its boundaries; by 1930 this had dropped to 27.2 per 
cent; by 1937, to 8.3 per cent. This meant that the Everglades Drainage Dis- 
trict had to be refinanced. On January 1, 1931, the Drainage District defaulted 
on its bonds. Unsuccessful attempts to enact stage legislation for re-zoning in 
1929 and 1931 had not helped the situation; there was still a disparity between 
benefits and charges in contrast to that of 1925 when a general bond refunding 
had occurred and the District zoned into six divisions. The composition of the 
Board of Commissioners was changed in 1931, by act of the legislature, to five 
members appointed by the Governor. In 1937 the Murphy Act was passed, 
which provided that the owner or a stranger to the title could apply to the county 
circuit court clerk for advertisement of land to be sold at auction to the highest 
bidder. The advertiser would bid the cost of advertising and fees of various 
county officers. The cost was gauged by the number of certificates involved, 
regardless of the area. This process, loaded with many inequities, cleared the 
tax books of accumulated taxes and put the lands back into a current position on 
the tax roll. This held valid for only two years, the state automatically retaining 
title to land not advertised and cleared. Landowners thus relieved themselves 
of state and county taxes, but continued to neglect their Everglades drainage 
taxes. 

In 1941, by act of the legislature, the district was re-zoned as shown in Ta- 
ble II.2 The act provided that a landowner could settle his back drainage taxes 
on the basis of 2-years’ taxes under the new zoning and new rates, no matter how 
far back his default ran. Substantial settlements were soon made under this 
plan. 


29 Hearings Before the Select Committee Investigating National Migration, p. 12880. 
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A change in land policy has resulted since the Murphy Act and the 1941 tax 
compromise plan cleared Everglades land of long-standing tax liens and made 
it possible to secure uncontested titles: many growers who previously rented 
their lands have purchased them. 

Indebtedness of the Everglades Drainage District in June, 1941, totaled 
$17,040,212. The Reconstruction Finance Corporation agreed to authorize a 
loan to the District, a third remedial measure to balance tax books. This also 
has afforded the District a means of renovating and extending its drainage sys- 
tem, while at the same time encouraging individual land owners to proceed with 
making permanent improvements on their properties. Impetus has been given 
to this movement by a war-created increase in demand for Florida vegetables. 


TABLE II 


ACREAGE AND Tax Rates SHOWN IN THE NEw 1941 RE-ZONING OF THE EVERGLADES 
DRAINAGE DistRICT 

















ZONE ACRES TAX RATE 

Bt isda tao ateuG du tiairow weie< Wale ena 91,981 $1.50 
Di pie CRREGL ee eR sieeewe eee 82,763 1.10 
nigh hee anGwteeike Saceae cewalehon 72,773 -90 
We ccancreb a eiince bas be uy beievae nets 125,483 .80 
Witnd dened ukuebe ds beds d anaes 231,251 -30 
Mb ahh oa P btiesip ited oa as-wce Sec etbs one 928 ,677 10 
ROE oe RE 1,769,735 -03 
Re tn ce maennnct onsale nana 383 , 897 -013 
SE Cr a ere 94,303 

EE i cils studs + ecee ae vbren et 89,534 

VII 


Conclusions of the Drainage Basin Committee reporting in 1937 on drainage 
in the Everglades* are significant: 


“These [peat and muck] are very fragile soils, highly susceptible to complete destruc- 
tion through oxidation, shrinkage, and burning when neglectfully exposed to overdrained 
conditions. 

Early efforts at drainage of this vast continuous tract as a unit have exposed it to the 
menace of untold damage in the undeveloped sections during the dry season of nearly 6 
months which this section experiences. This condition has been accentuated by drainage 
through the great outlet canals that have been dug eastward (St. Lucie) to the Atlantic 
Ocean, and westward (Caloosahatchee) to the Gulf of Mexico.” 


The necessity for fire protection is today generally recognized in the Glades. 
Yet, in 1935 more than four hundred fires destroyed valuable muck and peat soil, 
one of these affecting 30,000,000 acres. A program to prevent both fires and 
soil subsidence is now in progress under the guidance of the United States Soil 


30 Drainage Basin Committee Report for the Peninsular Florida Basins (Washington: 
Government Printing Office, 1937), p. 13. 
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Conservation Service, acting in co-operation with the Everglades Fire Control 
Board. The plan is 


“... to install retaining dams and spillways about every six miles along the canals. 
Better distribution and retention of excess water from the canals and rain water which 
falls on the undeveloped lands is the objective. 

It is proposed to raise the water level in the canals, traversing undeveloped areas to or 
above the ground surface elevation. Thus runoff and seepage from adjacent lands into 
the canals would be retarded and the water-soaked muck would not become subject to 
ravage by fires. It would also have the effect of halting subsidence, natural oxidation and 
wind erosion, all of which play a part in destroying their fertility.’’*! 


Of unique interest is the proposal by Dr. John C. Gifford, Professor of Tropical - 
j Forestry at the University of Miami, that the uncultivated Everglades lands be 
reclaimed by a process of forestation.* Such procedure would be merely an 
acceleration of Nature’s reclamation by trees, begun in the custard apple and 
willow and elder belts near the lake and in isolated hammocks over the Glades. 
Water-tolerant trees planted in the driest places would lower the water table 
sufficiently to permit an ever iricreasing number and variety of trees. Among the 
species suggested by Dr. Gifford are: custard apple, elderberry, cocoplum, 
cypress, pencil cedar, native rubber, Australian pine, cajeput and mahogany. 
Nothing has been done toward the realization of the project. 

The future of water control in cultivated areas seems obvious. The basis is a 
pumping system used both for removing water in one season and supplying it in 
the other. Two principles are pertinent: one, that the water table should be 
raised and maintained to lessen soil shrinkage caused by compaction and oxida- 
tion; the other, that reclamation should be regarded as a project to be accom- 
plished in accordance with increased acreage as needed. The latter concept is 
not yet a reality, but is rapidly becoming recognized; the former is now well on 
its way to achievement. Such precautions will guard against repetition of the 
previous inflation disaster and place water control in the Everglades on a sound 
economic basis. 


31 Belle Glade News, January 26, 1940. 


32 John C. Gifford, ‘‘Everglades Drainage by Trees Suggested”’, The Pahokee News, Paho- 
kee, Florida, November 9, 1934. 














BANK MONEY IN THE UNITED STATES DURING THE 
FIRST HALF OF THE NINETEENTH CENTURY 


FRITZ REDLICH 
Analyst, Federal Public Housing Authority, Cambridge, Mass. 


Bank currency in America down to Civil War times is generally known to have 
been rather unsound on the whole. Less widely known is the fact that this 
was due in part to the lack of standardization in the credit instruments put into 
circulation by the banks during those decades. In addition to instruments which 
corresponded to the bank notes of today, several other types of bank money were 
then in use, and these latter types form the subject of this paper. 


I 


The so-called post note, which will be discussed first, ranks second in impor- 
tance to the genuine bank note. Webster and Murray define the post note in 
almost identical terms as “a note made and issuéd by a bank, payable not to 
bearer, but to order, not on demand, but at a future specified date.”! These 
post notes have a history of their own, having been used and abused for different 
purposes during the first seventy-five years of American independence. In the 
historical process to be examined forthwith they took the following distinctly 
different forms: an older type, issued in uneven amounts for special purposes; 
and a later, standardized type issued in even amounts. The second type can be 
further divided into small notes of which some bore interest and some did not, 
and into large notes, all of which were interest-bearing. 

The idea of making bank notes payable at a specified later date originated 
earlier in Mercantilism. The Bank of England contemplated such a policy at 
an early moment in its history,? and in most of the seventeenth and eighteenth- 
century schemes of banking on land and merchandise (as this type of Mercan- 
tilist banking was called) the notes to be issued were not supposed to be paid 
on demand, but at some specified future time. A good American example of this 
is a New Hampshire land-bank scheme of the 1730’s. However, the device was 
not confined to the early American land-bank schemes; the payment of the notes 
of the so-called Silver Bank, a Massachusetts project for a money bank of 1740, 
was also deferred, the founders promising to pay certain amounts of gold or silver, 
expressed in ounces, on December 31, 1755. Not only were bank notes payable 


1 Murray, James A. H., A New English Dictionary on Historical Principles. Murray 
explains that “‘post’’ is used here in quasi-adjectival relation to the noun as with the later, 
similar term ‘‘post-dated check.’’ It seems necessary to restate this because of erroneous 
explanations elsewhere. 

2**An Act for enlarging the capital stock of the Bank of England .. .,’? 7 Anne, Chapter 
7, Section LXI (1708) reads as follows: ‘‘And it is hereby further enacted . . . that during 
the continuance of the said corporation . . . it shall not be lawful for any Body Politick ... 
to borrow, owe, or take up any sum or sums of money on their bills or notes payable at demand 
or any less time than siz months from the borrowing thereof.’’ 
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at later dates repeatedly projected here as well as in Europe during the eighteenth 
century, but some were actually circulated during some decades of that century 
in Scotland. After the Bank of Scotland, the oldest bank of the country, had 
been threatened by a run engineered by its newly chartered competitor, the 
Royal Bank of Scotland, it issued five-pound notes in 1730 payable at the option 
of the bank on demand or six months after date at £5:2:6. With these credit 
instruments, later called post notes (bearing five per cent interest) the Bank of 
Scotland redeemed a portion of its regular notes. The device by which the 
Bank hoped to avoid future difficulties similar to those encountered during the 
run, was quickly resorted to by all Scotch banks in times of emergency, until the 
abuses generated therefrom brought about its prohibition in 1765.2 Bank notes 
payable not on demand, but at later dates, then, were known when modern 
banking started in this country, and, in addition, they had already found theo- 
retical treatment. Sir James Steuart in his great work which compiled and 
elaborated Mercantilist theory had discussed them in connection with the 
“optional clauses” on bank notes.* 

The earliest known American post notes were used for payments through the 
mails in distant places.“* In 1791 the following entry is found in Jefferson’s 
account book: “Re from bank a post note payable to Carter Braxton for 116 
2/3 D and remitted to him under cover to Dr. Currie for the horse I bought from 
him.’ In this case the post note was not expected to circulate. It was made out 
for an uneven amount (the price of the horse) and was issued as a bank of today 
would issue a cashier’s check to one having no checking account. At that time 
it was not customary for individuals to draw checks and Jefferson must have had 
a bank account, or credit with a bank, or have paid in the corresponding amount, 
in order to obtain the post note which effected safely the payment of his debt in a 
distant place. Bank notes, of course, could not be sent without danger of being 
stolen. The above example gives a clear picture of this special-purpose type of 
post note, which became obsolete and was superseded by checks and bank drafts, 
when banks began to multiply over the country. From the outset the First Bank 


3 Davis, Andrew McFarland, Currency and Banking in the Province of the Massachusetts 
Bay (New York, 1901), II, pp. 129 and 276. Smith, Adam, Wealth of Nations, Cannan 
Edition, I, p. 308. Kerr, Andrew William, History of Banking in Scotland (London, 1902), 
pp. 53, 54, 86 ff. In 1732 one-pound notes were issued by the Bank of Scotland with similar 
clauses. The Scotch development was known to Stephen Colwell. (The Ways and Means 
of Payment . . . 2d ed., Philadelphia, 1860, p. 410.) 

4 Book III of his Inquiry into the Principles of Political Economy (London, 1767), re- 
printed under the title Principles of Banks and Banking (London, 1810), p. 224. Steuart’s 
book was well known in America. 

4a Prior to the actual issue of the first American post notes they had been suggested by 
Alexander Hamilton in his (first) bank plan of 1780. In article six he recommended that a 
certain part of the continental currency be redeemed in notes of the bank which he pro- 
posed. Such notes were to be payable to the bearer three months after it had been called 
together with 2 per cent interest per annum. See The Works of Alexander Hamilton, ed. by 
Henry Cabot Lodge, (New York and London, 1885), III, p. 75. 

5 “ Jefferson’s Financial Diary,” in Harper’s New Monthly Magazine (Vol. LXX, March 
1885), p. 534. 
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of the United States issued such post notes payable within thirty days and, in 
1792, Hamilton encouraged their use in making them receivable by the collectors 
for duties. With his consent, too, they were occasionally renewed at the dis- 
cretion of the bank. This would indicate that in America the instrument was 
capable of acquiring, in comparison with the original intentions another meaning 
and of fulfilling a different function.® 

It is not known exactly when post notes first became a medium of exchange in 
this country. For this purpose the original instrument had to undergo a slight 
change and the new type of post note is characterized by being made out for even 
amounts. In making this change, the banks of this country adopted the eight- 
eenth century bank note, already described, payable at a later specified date. 
However, whereas the early Scotch “‘post notes” always drew interest, this was 
not the case with all those of American make. Some of these bore interest, 
others not, thus creating considerable confusion.’ To contribute further to this 
confusion, the later type of American post note, that for even amounts, existed 
in two distinctly different forms: the one for small denominations, only some- 
times drawing interest, was expected to circulate as money; while the other for 
large denominations, always drawing interest, was of the nature of a bond 
rather than a bank note. 

There were two main periods during which post notes were used as a circulating 
medium in America, the one after the War of 1812, and the other in the depression 
years of the 1830’s and early 1840’s. In the first period the Northern and in the 
later the Southern states were predominantly interested in the monetary device. 
In 1818 the New York City banks circulated 60 and 90 day post notes; in 1825 
interest-bearing post notes were issued in Rhode Island; while around 1820, for 
instance, statutes in Connecticut, Indiana, and Ohio indicate the same usage 
in these states. In the second period, as already indicated, the South provided 
a fertile field for post notes. Their issue was unavoidable when, after 1837, the 
Southern banks were so lenient toward their debtors as to allow them to pay in 
installments. For this purpose post notes had to be permitted in various South- 
ern states, although legal sanction was not always given without a struggle. 
Governor Clay of Alabama, for instance, represented the opposition in 1837 when 
the public in that state clamored for the use of the credit instrument.® 

Once the circulating medium of doubtful character had come into existence 
first in the 1810’s the various legislatures had to take a stand. The reaction was 


6 Konkle, Burton Alva, Thomas Willing and the First American Financial System (Phila- 
delphia, 1937), pp. 157, 160. Wettereau, James O., ‘‘New Light on the First Bank of the 
United States,’”’ Pennsylvania Magazine of History and Biography, Vol. LXI, p. 282. 

7 Sumner, William Graham, A History of Banking in the United States (New York, 1896) 
p. 234; Dewey, David Rich, State Banking before the Civil War, U. S. 61st Congress, 2d Ses- 
sion, Sen. Doc. 581, pp. 104 ff. 

8 Publicola, Vindication of the Currency of the State of New York and a Review of the Report 
. .. addressed to the Hon. Isaac Pierson (1818), p.21. Hale, Nathan, Remarks on the Banks 
and Currency of the New England States (Boston, 1826), p. 40. 

® Scroggs, William Oscar, The Financial History of Alabama, 1819-1860, (Harvard Ph.D. 
Thesis, 1911), pp. 68, 72. 
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not uniform. Post notes were permitted in some states as for instance, in Con- 
necticut’® in the North and Alabama in the South. In other states such as 
New York in 1829 and Ohio in 1819 and 1820, they were completely forbidden. 
In Louisiana they were adopted only as a temporary emergency measure.” 
Massachusetts wavered. The legislature forbade post notes, i.e., “notes or other 
credit instruments payable at a future date or bearing interest,’ in the session 
of 1829; permitted them in the session of 1835; and again withdrew permission 
in 1837. In the Act of 1835 post notes were permitted to an amount not exceed- 
ing 25 per cent of the actually paid-in capital of the issuing bank, on the condition 
that at least 43 per cent interest be paid. The wording of these Massachusetts 
post notes, as given by Sumner, “payable to AB or bearer,” indicates that they 
had become or at least were on the way to becoming bearer instruments, a 
development which was cut short, however, because the instrument was defi- 
nitely abandoned in the 1850’s.” 

Certainly there were serious objections against these notes—particularly 
against the small circulating post notes, especially when they did not bear 
interest. Then they were nothing but loans of the banks forced upon an unwill- 
ing community. The Ohio Bank Commissioners of 1839 described and con- 


10 Revised Statutes of 1821, Title 6, Chapter 12, Sec. I. 

11 In Louisiana the issue of post notes as an emergency measure was much discussed dur- 
ing the depression of the late 1830’s and early 1840’s. In the session which convened in 
December 1837 the legislature passed a bill which aimed at a reorganization of the Louisiana 
banking system. Banks accepting this act as an amendment to their charters were per- 
mitted to issue post notes in denominations above $20 which, however, were payable on 
March 1, 1840. They were limited to 20 per cent of the capital of the commercial banks and 
30 per cent of the capital of the land and utility banks. This bill was vetoed because the 
governor, among other reasons, considered the authorization of post notes illegal. In 
1839 another bill permitting post notes was offered, but not passed; whereupon the New 
Orleans banks on invitation of the City Bank of New Orleans took up the question among 
themselves. Since the Bank of Louisiana and the Citizens’ Bank opposed the idea submit- 
ted of issuing post notes without legal sanction, the matter was dropped. The City Bank, 
however, acting alone, issued post notes, payable neither on demand nor in specie, but 
receivable on deposit and for certain payments, until January 1841 when the Louisiana 
legislature definitely outlawed all post notes. However, in 1842, when the state passed the 
famous reform act, post notes, as proposed in the vetoed bill of 1837, were legalized for a 
short period. These notes were payable on September 30, 1842. The total amount was 
fixed and then distributed, so that each bank got its quota. Post notes were to be secured 
by specie, by Louisiana state bonds, or by promissory notes secured by mortgages; and 
in each case the issues were limited to twice the amount of specie in the vaults of the 
issuing bank. 

Helderman, Leonard C., National and State Banks (Boston and New York, 1931), pp. 93 
ff. Heck, Harold J., A History of Banks and Bank Legislation in Louisiana (unpublished 
Ph.D. thesis, New York University, 1939), pp. 71 ff. 

As to Ohio: Bogart, E. L., Financial History of Ohio (Urbana-Champaign, 1912), p. 269. 

New York, Session Laws, 1829, Chapter 94, Sec. 35 (Safety Fund Act); Sess. Laws, 1840, 
Chapter 363, Sec. 4, amended 1850, Chapter 251. 

12 Mass. Sess. Laws, 1828, Chapter 97, section 25; Mass. Sess. Laws, 1835, Chapter 255; 
Mass. Sess. Laws, 1837, Chapter 224. Sumner, William Graham, l.c., p. 234 and Lake, 
Wilfred Stanley, History of Banking Regulation in Massachusetts, 1784-1860 (unpublished 
Ph.D. thesis, Harvard University, 1932) deal with this material. 
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demned them substantially as follows:* They are issued by banks for the pur- 
pose of extending their circulation and are made payable without interest at a 
future date, sometimes in six to twelve months. They should meet the unquali- 
fied disapprobation of the community, for they are paid out to depositors and 
borrowers at par, whereas they are due only after several months. This is 
identical with usury, for the banks receive in return from the borrowers three- 
months bills or promissory notes, on which the latter have to pay interest. At 
the same time, by this method the banks get funds for the redemption of their 
own obligations long before they fall due and can profit from the money. 

As already mentioned, these circulating post notes passed out of existence at 
the end of the period under investigation. But wherever and whenever they 
were forbidden, banks tried to achieve the same result by more devious means, 
that is, by lending notes under questionable conditions: the notes were to be 
kept in circulation by the borrower for a certain length of time or they were not 
to be put into circulation before a certain date, and so on. To prevent such 
evasions then, Massachusetts tried to stop these loopholes in the Act of 1837 
which again made the issue of post notes illegal and which bears the revealing 
title: An act to restrain banks from issuing their notes otherwise than for immediate 
circulation. 

It has already been stated that the small circulating post notes tended to in- 
crease the circulation of the bank in question and that they represented a loan 
floated by the bank. The !atter was the only function of those post notes which 
were issued in large denominations, invariably drew interest, were not supposed 
to circulate, and corresponded in character to treasury bills. That this purpose 
was clearly seen in those years is shown by the title of the Massachusetts Act 
of 1835; An act authorizing banks to borrow money and issue post notes. In fact, 
in the absence of a banker’s bank, American banks without correspondents 
abroad had no other means of borrowing funds, and in times of crisis or stringency 
such borrowing often became imperative. 

This second form of the standardized post note, the post note in large de- 
nominations, seems to have been already known shortly after 1800. In a pam- 
phlet of 1810 we find the following remark:“ “Let not the reader imagine that 
these deposits were of eagles and dollars or even bank bills. No, they were of 
that unmeaning kind of paper, called post notes, in which the blanks are as 
easily filled with a million as one hundred dollars.” This type of post note 
reached its greatest importance in the depression which followed the crisis of 
1837. In March of that year, that is, about two months before the crisis broke, 
numerous American drafts on England returned protested because of the failure 
of three of the largest so-called Anglo-American merchant bankers in that coun- 
try. A committee of New York bankers applied for help to Nicholas Biddle, 
then president of the United States Bank of Pennsylvania. He agreed to issue 
$5,000,000 in twelve-months post notes (bonds), payable in London with the 

13U. 8. 26th Congr., Ist sess., Exec. Doc. 172, pp. 996, 997. 


4 Atwater, Jesse, Considerations on the Approaching Dissolution of the United States 
Bank in a Series of Numbers, (New Haven, 1810), p. 16. 
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Barings or in Paris or Amsterdam, respectively. Three of the leading banks 
of this country then followed his example and issued similar post notes; viz, 
the Morris Canal and Banking Company, $1,000,000; the Bank of the Man- 
hattan Company, $2,000,000, of which $1,000,000 was payable in America and 
$1,000,000 in London; and the Girard Bank, $500,000, payable in London. It 
was understood that these post notes would be traded in Europe. Consequently 
the American merchants, who could not get any foreign exchange at that time, 
acquired them by discounting their receivables and used them for remittances: 
that is, these post notes fulfilled the function of money in international com- 
merce. In England they were traded at the stock exchanges, and these opera- 
tions of Biddle highly impressed British capitalists.* Biddle himself in a letter 
of April 8, 1841, claimed to have come to the rescue of New York by the issue 
of these notes. 

This action had the following implications: first, the strongest American 
banks borrowed funds on their own names and made them available to the busi- 
ness community. Secondly, in consequence thereof, solvent firms were saved 
from disaster: because of lack of specie and confidence they would have been 
unable to get any tender with which to meet their obligations at home or abroad."* 
Thirdly, the issue of these post notes, which were made payable in Europe, was 
identical with creating foreign exchange, that is, with an exchange manipulation. 
When European capitalists bought them, short term capital was ipso facto trans- 
ferred from Europe to America, as is done today by deliberate and judicious ac- 
tion of co-operating banks and central banks. 


II 


Another type of circulating medium, which no longer exists, but which played 
a certain part during the first half of the nineteenth century, is the bank note, 
payable at a place other than the place of issue. Thomas Hart Benton in one 
of his speeches described its origin as follows:!” “It began in Scotland some years 
ago with a banker in Aberdeen, who issued promissory notes payable in London. 
Then the Bank of Ireland set her branches in Sligo, Cork, and Belfast at the 
same work; and they made their branch notes payable in Dublin. The English 
country bankers took the hint and put out their notes payable in London. The 
mass of these notes were the smaller denominations—such as were handled by 
the laboring classes, who could never carry them to London and Dublin to de- 
mand their contents. At this point the British Imperial Parliament (sic!) took 
cognizance of the matter; treated the issue of such notes as a vicious practice, 
violative of the very first idea of a sound currency and particularly dangerous to 


1% Sumner, op. cit., p. 218. McCrane, Reginald C., Foreign Bondholders and American 
State Debts (New York, 1935), p. 16. Biddle’s letter in Exec. Doc. 226, 29th U.S. Congr., 
1st sess, pp. 475 ff. 

16 In so far as weak banks issued post notes to weak customers the collapse of both, in 
most cases, was only delayed and therefore became all the worse. However, weaker banks 
and weaker customers were more likely to issue and to receive, respectively, the small circu- 
lating post notes. 

17 Thirty Years View (New York, 1854), Vol. I, p. 224. 




















218 FRITZ REDLICH 






the laboring classes. The parliament suppressed the practice. This all hap- 
pened in the year 1826.’ Benton’s description cannot be considered, of course, 
as a reliable source. As a matter of fact, as early as 1781 Alexander Hamilton 
proposed the issue of this type of notes in his (second) bank plan. In article 
seven he suggested two kinds of notes: ‘‘one payable only in America, the other 
payable either in America or in any part of Europe where the bank may have 
funds.” His idea was thereby “‘to raise the demand for bank notes by rendering 
them useful in foreign commerce.’”!”* 

Bank notes payable at other places than the place of issue may or may not 
fulfill legitimate functions. When they were issued in order to make redemption 
difficult or impossible, the device was an abuse and stood on the same level as 
the forming of wild-cat banks in inaccessible places or the issue of notes by brok- 
ers and correspondent banks in remote states, the latter often being done on a 
mutual basis.* However, the same plan in many cases represented legitimate 
business policy, beneficial to the community. Nathan Appleton in one of his 
writings remarked’® that “bank notes to institute a sound medium of general 
circulation must be payable in the central points of trade.” It is these central 
points of trade to which bank notes tend, once they are issued in smaller places. 
It was therefore sound practice when country bankers made part of their notes 
payable with an agent in cities to which their notes would flow because of the 
natural current of trade, as, for example, issuing notes in Tennessee payable in 
New Orleans. This was identical with creating domestic exchange.”® 

Fortunately, some figures exist which give an idea of the extent of this sort of 
business. The Union Bank of Tennessee in Nashville, for instance, had in cir- 
culation: 


On January 1, 1887........ $1,730,400 payable at New Orleans 
154,395 payable at Philadelphia and New York 
69,940 payable within Tennessee 
On October 1, 1837........ 576,345 payable at New Orleans 
55,860 payable at Philadelphia and New York 
177,035 payable within Tennessee.*! 


Competing Nashville banks seem to have followed the example of the Union 
Bank of Tennessee, and some banks in other states adopted the same practice. 
The Bank of Illinois, for instance, had issued a few thousand dollars worth of 


178 Alexander Hamilton, op. cit. III, pp. 109, 110. 

18 Examples are given by Bogart, op. cit., p. 288 or James, F. Cyril, The Growth of Chicago 
Banks (New York, 1938), p. 227. 

19 An Examination of the Banking System of Massachusetts (Boston, 1831). The same 
idea is expressed also in his later Remarks on Currency and Banking (Boston, 1841), p. 9. 

20 The Commercial Bank of New Orleans was, for instance, the redemption agent of the 
Union Bank of Tennessee. U.S. 25th Congr., 2nd sess., Exec. Doc. 79, p.620. The Suffolk 
System was based on the same fundamental idea. 

21 Trotter, Alexander, Observation of the Financial Position and Credit of such of the States 
of the North American Union as have contracted Public Debts (London, 1839), pp. 257 ff. 
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such notes, some of which were payable in Louisville, Kentucky, and some in 
New York.??. When the crisis broke in 1837 and the anticipated flow of cotton 
and Western produce and of remittances based on cotton and produce exports and 
shipments, became a trickle, the issues of interior banks, payable in New Orleans 
or New York, became very embarrassing to these banks and they abandoned 
the practice. 

However, the device survived in the 1840’s in the much praised business 
policy of the Chicago banker, George Smith. As will be remembered, he made 
his notes (correctly: his certificates of deposit) payable not only in specie at the 
place of issue, Milwaukee, but also in domestic exchange in Chicago, Detroit, 
Buffalo, Galena, Cincinnati, St. Louis, and New York. This he was able to do 
because his notes were issued by discounting bills of exchange drawn by shippers 
of Western produce, which produce tended toward the same centers of trade as 
did the notes. 


Ill 


The often described so-called branch drafts of the Second Bank of the United 
States were first issued in 1827, and a large amount of them circulated during 
the years following. Some contemporaries, such as Senator Benton, considered 
them as essentially identical with notes payable at other places than the place 
of issue. However, there is no more than a kernel of truth in his assertion. 
According to the charter of the Second Bank of the United States, its notes had 
to be signed by the president and countersigned by the cashier; and this rule 
obtained not only for the notes to be issued by the mother bank, but also for those 
of the branches. This was, as a matter of fact, physically impossible when 
business grew. The bank, in 1818 and 1821, had already applied to Congress 
for a remedy, but in vain. Consequently, in 1827 Biddle decided to have the 
officers of the branches draw on the cashier of the mother bank. These drafts 
were then endorsed like post notes and circulated. For this purpose the blank 
forms were standardized, made similar in appearance to the genuine notes of 
the bank, distributed by the mother bank, and filled out at the branches for such 
even amounts ($5 and $10) as were customary, also, for the bank notes. These 
branch drafts were payable at the mother bank, and were redeemed at 
the branches voluntarily. 

The documents published with the Clayton Report of 1832% do not indicate 
whether or not, in devising these branch drafts, Biddle was influenced by the 
British events of 1826, mentioned by Senator Benton. This is not impossible, 
since, as already indicated, there is, as to one point, a certain similarity between 
branch drafts and notes payable at places other than the place of issue. At the 
same time, however, there is as just mentioned also something of the post note 
in these branch drafts, and finally, they were drafts, not notes at all. Their main 
function was, of course, getting around the inadequate provisions of the charter; 


22U, 8. 25th Congr., 2nd sess., Exec. Doc. 79, p. 779. 
23 U.S. 22nd Congr., Ist sess., House Doc., No. 460, pp. 49 ff. 
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but once devised they could also be issued and used judiciously as domestic ex- 
change, just as were notes payable at other places than the place of issue. 


IV 


The branch drafts of the Second Bank of the United States had scarcely gone 
out of existence in the 1830’s, when a new sort of circulating medium made its 
appearance in what was then the Northwest of this country; viz, the illegally cir- 
culating certificate of deposit. This instrument is closely connected with the 
activities of George Smith, who has already been mentioned. Certificates of 
deposit, the device of the London goldsmiths, had been used throughout the 
eighteenth century by the Bank of Amsterdam, which did not issue bank notes. 
An early American writer, the Massachusetts lawyer and statesman, James 
Sullivan, described them as follows: “This bank makes no negotiable bills, 
but gives receipts for money deposited, which are good to the possessor for the 
sum mentioned and which may be transferred by certain established forms.’ 

In America the circulating certificate of deposit originated in 1837. In the 
preceding year, the Chicago Marine and Fire Insurance Company had been 
chartered. Its charter prohibited the new corporation from assuming banking 
powers and especially from issuing bank notes; but gave it the right to lend on 
bottomry and respondentia. This right to finance certain shipping activities 
was abused by the corporation as the basis for currency issue. Certificates of 
deposit in even amounts from $1 to $500 were issued during the panic as a cir- 
culating medium in exchange for deposits, lodged and created alike, but most of 
them were withdrawn shortly afterwards. George Smith, a Scotchman, who 
had come to Chicago in the 1830’s, had watched this experiment and seen the 
great business possibilities under the particular banking conditions then in 
existence in the Northwest. He copied the Chicago Marine and Fire Insurance 
Company, applying for an identical charter in Wisconsin, and, after having re- 
ceived it, his Wisconsin Marine and Fire Insurance Company issued certificates 
of deposit in round denominations, payable to bearer and redeemable as de- 
scribed before. The issues ranged in amount from $29,000 in 1841 to $1,470,000 
in December 1851. George Smith’s certificates of deposit were in every respect 
but form, identical with bank notes. It makes no real difference, of course, 
whether a banker discounts commercial paper and pays out bank notes or creates 
first a deposit and then hands out certificates of deposit. The history of this 


24 The Path to Riches (Boston, 1792), p. 26. 

26 With regard to the last clause, Sullivan confounds transfers in the books of the Bank of 
Amsterdam and certificates of deposit (depositor receipts). The latter could be transferred 
without any formality, and were renewable. Their wording was ‘‘On the... A.B. de- 
posited 1000 Louis d’or with the Bank at a rate of 10 florins and 4 sous a piece, under the 
condition that he will be obliged to take them back within six months and to pay 1/2 per 
cent to the Bank. Should he fail to fulfill this condition after the expiration of these six 
months they will pass into the possession of the Bank at the same price as mentioned above.” 
van Dillen, J. V., The Economic History of the Netherlands and the Bank of Amsterdam, 1609- 
1820 (Amsterdam, 1929), p. 53. 
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illegal, although intrinsically excellent, bank money has been described else- 
where.” 

The picture would not be complete if we did not at least mention the batches 
of illegal scrip, which haunted various sections of this country from time to time 
during the period under investigation. Scrip is not bank money, of course, and 
consequently does not fall within the scope of this paper. But it is worthwhile 
to stress the great similarity between the American scrip issues of the nineteenth 
and the Scotch issues of the eighteenth century.” 


26 For instance, James, op. cit., pp. 201 ff. 
27 Kerr, op. cit., pp. 86, 87. 
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I 


The high-cost-of-living problem after World War I was in reality only one 
aspect of the price-level problem which baffled public officials, business men and 
consumers throughout the entire period of postwar readjustment. In the 
earlier phases of the problem the major issue had been whether the price level 
ought to fall sharply or be stabilized at a permanently higher level.!_ The pos- 
sibility was not seriously entertained, except by a few economists, that the price 
level might undergo still further inflation. Thus things went along relatively 
smoothly on the price front as far as the public was concerned until prices made 
over a 4 per cent rise in July 1919. The issue was then brought swiftly to the 
point of political crisis on July 30 when the Railroad Brotherhood unions ad- 
dressed a warning to President Wilson that unless some drastic action were taken 
and taken at once to reduce the high cost of living they would be forced to pre- 
sent demands for wage increases totalling $800,000,000 and covering some 
2,000,000 railroad workers.? 

Hastily President Wilson appointed a Cabinet committee to prepare a plan 
of action. On August 8 he went to Congress with a special message recom- 
mending a legislative program to solve the problem. And within ten days after 
the railroad union ultimatum the country was a seething army of angry con- 
sumers demanding the scalps of those responsible for the high cost of living. 


II 


An examination of the economic literature of the time and of the opinions of 
economists assembled through a survey of the Reconstruction Research Division 
of the Council of National Defense shows a high degree of agreement on six 
major causes of the high cost of living, namely, (1) credit inflation, (2) curtail- 
ment of production, (3) increased exports and foreign credits, (4) buying ex- 
travagance, (5) profiteering and hoarding, and (6) speculation and the specula- 
tive psychology.’ 


1 The writer has examined an early phase of the price problem after World War I, the 
price reduction movement, in another article, ‘‘The Industrial Board of 1919; Precursor of 
the NRA”’’, Journal of Political Economy, (June 1948). 

2 Commercial and Financial Chronicle, CIX (August 2, 1919), pp. 482-3. 

8 The opinions of the foremost economists in the United States were solicited by the Re- 
construction Research Division with reference to its pamphlet, An Analysis of the High Cost 

of Living Problem, August 16, 1919, and are to be found in personal letters in the Council of 
National Defense Records, Archives. 
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Practically all economists were agreed that the primary reason for the tre- 
mendous rise in the price level was credit-expansion, and to a minor extent in- 
crease in volume of the currency. The Committee on War Finance of the 
American Economic Association reporting at the Christmas meeting in 1918 
found that in five respects Federal Reserve and Treasury policy had been to a 
large extent responsible for the wartime inflation that had doubled the price level 
in November 1918 as compared with the 1914 average. (1) Federal Reserve 
authorities had followed a low-rediscount-rate policy in order to facilitate the 
sale of government bonds; (2) the Federal Reserve Board and the Treasury had 
urged a policy of ‘borrow and buy” in selling government bonds; (3) the Treasury 
had resorted to anticipatory borrowing by the issue of Treasury certificates of 
indebtedness; (4) a gold embargo had been levied on gold shipments, and (5) the 
government had followed the policy of stimulating gold production by sub- 
sidizing gold producers. At the end of 1918, according to Dr. A. C. Miller, 
economist member of the Federal Reserve Board, approximately $6,000,000,000 
of government bonds and certificates not yet absorbed by permanent investment 
were being carried by the banking system.® 

After the Armistice, demands were widespread from the economic profession 
that postwar fiscal policies be placed on a sounder basis. Federal Reserve au- 
thorities were fully aware of the inflationary nature of their policy,’ but the 
pressures of the situation in addition to the failure of Congress to levy sufficient 
taxes for the fiscal year 1919 prevented a reversal of wartime inflationary policies 
with the exception of the gold embargo which was removed in June 1919.8 With 
government expenditures for 1919 running $18,500,000,000, Congress passed a 
tax bill designed to raise $6,000,000,000 but which actually raised only $5,100,- 
000,000. The resulting burden of financing the deficit was placed to a large 
extent on the banking system. The coming of peace therefore did little to 
reduce the inflationary tendencies of wartime, and in fact actually intensified 
the spiral upward as was clearly reflected in the rising costs of living. 

Secondly, the widespread curtailment of production combined with the in- 
flated money and credit media to throw the proportion of goods and buying 
power even more out of balance. Some of the curtailment of production was 
unavoidable, but for the most part if was due to faulty economic planning and 
the lack of prospects for profit. In the early months of peace there was a period 
which varied in length from industry to industry during which conversion from 


4Bureau of Labor Statistics wholesale price index, Standard Trade and Securities, 
LXXXVIII (April 29, 1938), Sect. D, p. 6. 

5 Committee on War Finance of the American Economic Association, ‘‘Report’’, Ameri- 
can Economic Review, IX (March 1919) Supplement No. 2, pp. 126-7. 

6 A.C. Miller, ‘‘After-War Readjustment—Liberating Gold’’, Proceedings of the American 
Economic Review, IX (March 1919) Supplement No. 1, pp. 138-9. 

7 See for example Federal Reserve Bulletin, V (June 1919), p. 524. 

8 Ibid., (July 1919), pp. 615-6. 

® Annual Report of the Secretary of Treasury, 1920, p. 601; see also Roy G. and Gladys C. 
Blakey, ‘‘The Revenue Act of 1918”, American Economic Review, IX (June 1919), pp. 213-43. 
Statistical Abstract of the United States, 1937, pp. 163-4. 
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a war- to a peace economy necessarily curtailed production. Unfortunately there 
are no data on the rate of conversion, but if the steel industry be taken as a 
reliable index of readjustment for those industries most seriously affected, (and 
in view of the strategic role that steel played in the war machine this appears 
justified) the technical readjustment was well on the way to completion by 
1919.1° Taking the economy as a whole, the problem was of even less importance 
because the industries which had been organized entirely on a war-production 
basis were relatively few, and hence the technical transition back to peace pro- 
duction was accomplished with relative ease and speed. 

Curtailment in production of a much more serious nature, however, occurred 
because of the lack of profitable prospects for business. During the war there 
had been an absolute scarcity of goods. As the report of the Council of National 
Defense on the high cost of living stated, the economic watchword of war time 
was “output and more output.’ There was no problem of markets to worry 
the business man; it was only a matter of production. With the return of peace 
the situation was reversed. Profitable markets became essential and the eco- 
nomic needs of the nation and of the world became a minor consideration. Soon 
there developed exaggerated fears of overproduction on the one hand, and in- 
dustrial stagnation on the other. A restriction of production of more than 50 
per cent followed in sixteen out of the twenty-two principal industrial groups of 
the country.” 

With business following a systematic policy of contraction, labor and agri- 
culture soon followed with similar restrictive techniques to maintain some sem- 
blance of balance of bargaining power. Labor demands for a permanent 
eight-hour day with higher wages were expressed everywhere, and there was wide- 
spread criticism of the inefficiency of labor by employers." Although the dis- 
appearance of patriotic stimulus and co-operative war management tended to 
lower labor efficiency, in other respects the return of peace increased the efficiency 
of labor. For one thing, a considerable amount of marginal and sub-marginal 
labor that had been drawn into employment because of the war-labor shortage 
was let out of employment as the armed forces were demobilized and as war 
workers returned to old jobs. A second factor was the fear of becoming unem- 
ployed mentioned by the New York Tribune as the reason for a 20 per cent in- 
crease in efficiency of workers at the Hog Island shipyards after the Armistice.” 
The opposing factors tending to increase or to decrease labor efficiency practically 


10 New York Times, December 14, 1918, p. 15; February 25, 1919, p. 16. 

11 Council of National Defense, op. cit., p. 17. 

12 American Industries, ‘‘Business Suffering from After-War Uncertainty”’, editorial, 
XIX (April 1919) p. 7. 

13 Benjamin Anderson attributed great importance to this factor, (Letter in Council of 
National Defense Records), and David Friday made ‘‘the growing inefficiency of labor’’ 
the ‘“‘prime cause of rising prices’ in 1919 and 1920. David Friday, Profits, Wages, and 
Prices, (Harcourt Brace & Co., 1921) pp. 138-9. Neither one, however, submitted any 
evidence for his opinion. 

14 New York Tribune, November 21, 1918, p. 4. 
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offset one another, so the per capita output in manufacturing in 1919 was less 
than two tenths of one per cent below that of 1918." 

Agriculture, much less apt in the art of restrictionism and lacking the ethical 
justification for withholding production which the business corporation had long 
cultivated, was slower and more hesitant about taking steps in direct opposition 
to the urgent needs of the world. The wheat farmers had already secured a 
government guarantee of $2.26 per bushel for the 1919 crop, along with a sub- 
sequent billion dollar appropriation to carry the guarantee out, so their profit 
margins were protected. The cotton producers, however, did not have such a 
guarantee, and so proceeded to enlist the cotton-growing states in a “safe-and- 
sane-cotton” program that called for (1) withholding the 1918 crop until a price 
of at least thirty cents a pound was secured, and (2) reduction of cotton acreage 
for the 1919 crop by one third." Although arousing initial enthusiasm among 
the southern states, even among business men and bankers, the movement 
petered out for lack of effective group control such as was possible in industry. 
Only 6 and 5 per cent reductions respectively actually took place in cotton acreage 
and cotton output.!7 This restrictionist movement did, however, contribute 
to the rise in cotton prices from about 24.5 cents a pound in February, March, 
and April 1919 to 36.5 cents on November 1, 1919 with resulting higher prices 
for clothing.!* 

A third important inflationary pressure came from increased exports and 
foreign credits. Although some economists, e.g., Benjamin Anderson, empha- 
sized the increased physical volume of exports, the diversion of goods from 
American markets to European channels probably was not as significant a factor 
in further price inflation in the United States as the fact that imports did not 
begin to keep pace with our exports and that the resulting necessity of financing 
the balance was not adequately met.!® The $1,800,000,000 increase in value of 
exports in 1919 was more apparent than real, for in 1919 the actual physical 
volume of agricultural exports declined 7.5 per cent from the wartime peak of 
1918,?° although exports of finished manufactured goods showed an 18.2 per cent 
increase over 1918.2! Moreover, exports in 1919 were $4,000,000,000 in excess 


18 Hoover Committee on Recent Economic Changes. Recent Economic Changes, Vol.II, 
(McGraw Hill, 1929) p. 454. 

16 Literary Digest, ‘‘The South on a Cotton Strike’, LX, (March 22, 1919) p. 20. 

17 Yearbook of Agriculture, 1935, p. 426. 

18 Jbid., 1920, p. 640; also Commercial and Financial Chronicle CIX (Nov. 8, 1919) p. 1753. 

19 Benjamin Anderson placed primary importance on the export situation, and Roy 
Blakey placed it second in importance. Letters in Council of National Defense Records. 
Likewise the Treasury (Annual Report of the Secretary of Treasury, 1919, p. 18) and the Fed- 
eral Reserve Board placed great emphasis on the increased foreign demand during 1919. 
Federal Reserve Bulletin, V (July 1919), pp. 613-5; (September 1919), p. 817; Sixth Annual 
Report of the Federal Reserve Board, 1919, p. 70. 

20 Index of 44 major agricultural export commodities which for all practical purposes was 
equivalent to total agricultural exports. Yearbook of Agriculture, 1935, p. 635. 

21 Current value data, (Survey of Current Business, Annual Supplement, Department of 
Commerce, 1936, p. 68) corrected by Bureau of Labor Statistics Finished Products Whole- 
sale Price Index. 
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of our imports and in 1920 the excess amounted to $3,000,000,000.2 This export 
surplus was financed not from net increases in savings, but from further credit 
expansion through both the Treasury and the banking system. At the end of 
1919 the Federal Reserve Board estimated that the commercial banking system 
of the country was carrying $2,000,000,000 of foreign credits, directly and in- 
directly ; another $2,000,000,000 had been financed by direct Treasury advances 
to foreign governments and the remainder by sale of foreign bonds in American 
markets and in other ways.” 

The needs of relief and reconstruction in Europe were, however, so urgent that 
they should have been met at any reasonable cost, and although this aftermath 
of the war did add further to the stresses and strains in our credit system, it was 
a small enough burden to share in comparison with the contribution that was 
thereby being made to the rehabilitation of Europe. Moreover there was a 
widespread feeling in the business world that if greatly expanded foreign markets 
could not be found immediately after the war, our economy would suffer from 
overproduction and depression. In this view the volume of exports was a god- 
send and not a disrupting factor.*4 

Fourthly, consumer reaction to the stringent wartime economics took the 
form of almost riotous extravagance during most of 1919, particularly just before 
the height of the popular outcry against the problem. Somewhat typical of a 
great part of the buying public, lumber-jacks were, for example, reported to be 
buying $3,000 automobiles, silk shirts at $10 and $12, and neckties at $5, while 
their wives and daughters were wearing hats costing as high as $20 and silk 
hose that sold for $2.50.2 Likewise the National Association of Manufacturers’ 
survey in March had shown the only five prosperous lines of industry to be (1) 
jewelry and silverware, (2) musical instruments, (3) vehicles, (4) rubber, and 
(5) tobacco. For a while after the first part of August a damper was clamped 
down on the extravagent buying partly through publicity and partly through 
consumer education, but by December the craze was again on the upswing.?’ 
Such indiscriminate buying was in turn an open invitation to sellers to boost 
prices still further.?* 


22 Statistical Abstract of the United States, 1937, p. 433. 

23 Sizth Annual Report of the Federal Reserve Board, 1919, pp. 24-5. Atthe end of 1920 
John H. Williams estimated that the bankers and exporters were carrying $2,852,000,000 
of short-term export credits with the burden growing heavier month by month. John H. 
Williams, ‘‘The Foreign Trade Balance of the United States Since the Armistice’, American 
Economic Review, XI (March 1921), Supplement, p. 36. 

24 Federal Reserve Bulletin, V, (September 1919), p. 892. 

28 New York Times, August 17, 1919, Section 3, p. 1. 

26 American Industries, ‘‘Business Suffering from After-War Uncertainty’”’, XIX (April 
1919) p. 7. 

27 Federal Reserve Bulletin, VI (January 1920), p. 21. 

28 Economists emphasizing this element, along with the Federal Reserve Board, were 
Benjamin Anderson, Roy Blakey, and Thomas Nixon Carver. Letters in the Council of 
National Defense Records. See also Carver’s comments, Commercial and Financial Chron- 
icle, LX, (January 3, 1920), p. 32. Secretary Glass also attributed primary importance to 
‘reckless spending”’ as a cause of rising prices. Ibid., (January 24, 1920), pp. 309-10. 
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Profiteering was a fifth factor closely associated with consumer extravagance 
that contributed to postwar price inflation. By profiteering, economists re- 
ferred to any form of manipulation of the scarcity of goods or services in order 
to increase their value as measured in terms of price. Broadly speaking this 
would include the whole policy of restrictionism as practiced by business.2® But 
in its more common, restricted economic usage it applied to (1) hoarding and 
withholding supplies for an increase in price;*° (2) offering of reduced quality or 
service for the same money income out of proportion to changes in the price 
level;*! (3) deliberate raising of price beyond cost increases. Profiteering as 
above defined was to a large extent a result of basic economic conditions rather 
than a primary cause. For example, a period of rapidly rising prices was in 
itself a period of profiteering almost in the very nature of the case unless all 
along the line of production and distribution prices were scrupulously raised 
only as rapidly as costs rose and all increases in inventory values passed on to the 
final consumer. This was particularly true when consumer vigilance, discrimina- 
tion, and if need be boycott, were thrown to the wind in buying habits. 

A sixth important factor was the rampant speculative fever that swept over 
the country, driving call-money rates above 20 per cent, causing runaway land 
speculation in certain parts of the country and inviting attempts to secure “cor- 
ners” in certain food markets. The speculative mania was in turn responsible 
for lending an inflationary atmosphere to the business and trading world as 
a whole.® 

Other minor factors that were mentioned by different economists were (7) 
delay in peace,* (8) wastes in distribution system,** (9) class conflicts. Another 
prominent economist, Harold G. Moulton, approaching the problem of inflation 
from the standpoint of production rather than from the angle of exchange and 
credit explained the problem in terms of increased costs.*7_ Sizing up the problem 
in the above manner, the economists of the country could offer no plan promising 
a solution overnight, except through the processes of forced liquidation or panic. 


2° Thorstein Veblen, Theory of Business Enterprise, (Scribners, 1904), Chap. III. 

30 Council of National Defense, An Analysis of the High Cost of Living Problem, p. 14, 
Data on Storage Hoarding. 

31 Ibid., p. 9. 

32 Myron Watkins and Benjamin Anderson emphasized speculation as a factor. Letters 
in the Council of National Defense Records. Herbert Hoover attributed a major part of 
the high price of food stuffs to the world-wide speculation in food supplies. New York 
Times, October 30, 1919, p. 17; The National City Bank warned of land speculation in farms 
as early as July 1919. National City Bank Bulletin, July 1919, p. 6. 

33 Alvin Johnson held the general inflationary psychology to be of considerable impor- 
tance. Letter in Council of National Defense Records. 

34 Henry Seager, Letter in Council of National Defense Records. 

35 E. C. Hayes, Letter in Council of National Defense Records. 

36 Ibid. 

37 Harold G. Moulton, ‘‘War Finance and the Price Level”’, Journal of Political Econ- 
omy, XXVII, (October 1919), pp. 694-717; ‘‘Will Prices Fall’’, Ibid., (November 1919), pp. 
782-97, ‘‘Banking Policy and the Price Situation”, American Boonomic Review, X. —- 
1920) Supplement, pp. 156-75. 
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The inflated credit base could not have been deflated in an orderly manner except 
by increased saving throughout the economic system, a long-time process at the 
best. Curtailment of production could not have been ended, except through 
a comprehensive national plan for labor-management-government co-operation 
to eliminate unemployment, wastes and inefficiencies, which in turn would have 
involved considerable modification of the business structure of America. Ex- 
ports could not be decreased until Europe had passed the danger point and was 
on its feet again. In other words, considering the temper of the country and the 
needs in Europe, no immediate relief could be promised to a sorely pressed public. 
The seed had already been sown; the harvest was just beginning to be reaped. 
It will probably always be true of the public, unversed as it is in the principles 
of economics, that it fails to understand that when economically unsound policies 
are adopted, bad results follow, and no matter how much effort and enthusiasm 
they are willing to use to bring back “‘good times,”’ cause and effect cannot be put 
aside by mere wishing. Therefore the basic solution of the high cost of living 
problem urged by economists was “Work and Save.” But this kind-of plan 
did not offer immediate, concrete results; it did not bring about an apprehension 
of the “responsible parties” that the public demanded. Yet reduced to its 
primary elements that was the only method that could be expected to cope with 
the basic problem. Economists in their communications to the Council of 
National Defense made other suggestions, however, which did promise a certain 
amount of minor relief in the immediate future; (1) a revival of anti-trust action, 
(2) improved buying habits, (3) control of speculation, (4) certain banking 
policies, e.g., raising rediscount rates, interest-rate control, etc., (5) rehabilitation 
of the transportation system on land and water, and (6) improved methods of 
distribution. Measures suggested for removing the problem in the long run 
were (1) a nation-wide statistical information service, primarily for business, 
continuing the practices established during the war, and (2) the setting up of an 
industrial council system throughout the nation to provide for collective bar- 
gaining and union-management co-operation. 


Ill 


By the first of August, 1919, the public was in the mood to track down and 
hang the criminals responsible for the outrageously high cost of living. The 
vast invisible economic forces that were the basic causes, however, did not provide 
an appropriate scapegoat, nor would it have occurred to the public that it was 
itself primarily responsible for determining the economic institutions that shaped 
credit and production policies in war and peace. Such an approach would have 
necessitated a painful revolution in many sacred prejudices, loyalities and ideas. 
What the public wanted was some person or group of people to which the blame 
could be attached, and who could then be duly and publicly scalped. 

The first butt of public wrath was the business man, the “profiteer.”” The 
Federal Trade Commission had published on July 11, 1919 the report of its 
two-year investigation of the meat-packing industry. According to the report 
the “Big Five Chicago Meat Packers” threatened to dominate not only meat 
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products through an international combination, but they had made their way to 
a position where they would soon dominate all important foods of the country 
unless immediate and drastic action were taken to prevent it.2* Here then was 
a cue for a revival of the good old muck-raking, anti-trust days. This of 
course agreed precisely with the labor-union view of the matter® But the 
business man’s round was coming soon. 

With ammunition provided by the Railroad Brotherhoods’ demands at the 
end of July, the west-coast railroad strike in August, the Boston police strike 
in early September, the New York Printers’ strike and the steel strike later in 
September, the New York Harbor strike in October and finally the coal strike 
on November 1, the business men of the country, supported by a business- 
dominated press, skillfully diverted a large part of the stream of public condem- 
nation from themselves to the labor unions. The strikes, the selfishness, the 
radicalism of labor and not the acts of conscientious business men, were therefore 
to be regarded as the chief cause of the high cost of living.“ From then on both 
business men and labor unions were considered to be “high” criminals, each at- 
tempting to “pass the buck” to the other. Other causes that received minor 
attention in the public and business press were (1) high income- and excess- 
profits taxes, (2) luxurious spending of consumers, (3) national inflationary 
psychology, (4) the Kaiser, (5) the delay in peace, (6) low production, (7) waste 
and (8) irredeemable paper money. 

The remedies demanded by the public matched the depth and insight of its 
causal analysis. The first and most obvious attack on the problem would be a 
war on profiteers from the corner grocery man to the controller of the meat- 
packing empire. Secondly, more efficient and continuous production was de- 
manded everywhere from the laborer, although strangely enough not from the 
business man. Third, an industrial truce for six months and no-strike legislation 
were proposed to curb the “orneriness” of labor. Fourth, a longer period for 
paying off the national debt was suggested to provide corporation tax relief. 
Fifth, better buying habits were urged. The public’s analysis of causes and 
remedies thus dealt to a large extent with superficialities and effects rather than 
with basic causes. 


IV 


On August 1, 1919 President Wilson appointed a Cabinet committee to study 
the problem and prepare a program of immediate action, and seven days later he 
appeared before Congress with a special message on the high-cost-of-living prob- 
lem. There was “no complete immediate remedy” he said, because the “free 
processes of supply and demand” would not resume their normal operations until 
the peace had been determined. While undoubtedly the unsettled peace was a 


38 Commercial and Financial Chronicle, CIX, (July 19, 1919), p. 229. 

39 Jbid., August 2, 1919, pp. 432-3. Samuel Gompers, ‘“Who Limits Output’’, American 
Federationist, XXVI (October 1919) pp. 156-60; Gompers, ‘‘Capital, Labor, Consumer’, 
Ibid., (November 1919), pp. 1025-8. 

40 See for example the National Association of Manufacturers’ resolution on the high 
cost of living, American Industries, XX, (August 1919) p. 7. 
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factor in the situation, it was by no means a major factor. It appeared as if 
President Wilson were attempting to make political capital from the Republican 
Senators’ obstruction of the Peace Treaty. He did, however, recommend to 
Congress eleven specific measures for dealing with the problem as follows: (1) 
sale of remaining government surpluses; (2) seizure of food hoards and placing 
them on the markets; (3) extension of the war Food Control Act both as to time 
and to commodities covered; (4) legislation regulating cold storage; (5) require- 
ment that all goods in interstate commerce have prices marked on them when 
leaving the hands of the producer (6) legislation providing for Federal incor- 
poration of interstate corporations with administrative supervision by the Federal 
Trade Commission; (7) Capital Issues Committee legislation providing for 
control over speculation and security issues; (8) better buying habits by con- 
sumers; (9) temporary taboo on strikes by voluntary union action; (10) fair- 
price committees to control retail prices, and (11) anti-trust proceedings against 
combinations.“ 

Wilson’s approach, while not embodying all the fruit of contemporary economic 
analysis, was a temperate mixture of all points of view. In meeting the railroad 
wage crisis, he took a firm position, refusing to grant any pay increases* on the 
condition that the government be given an opportunity to lower the cost of living, 
and if unsuccessful then railroad wages would be adjusted along with the rest 
of the economy.“ In his Labor Day Message he followed up his proposed pro- 
gram with an appeal to labor to do all in its power to increase production, and 
at the same time to economize as much as possible in consumption. On this 
occasion also he announced the calling of his first Industrial Conference.“ On 
his western trip he addressed a word of warning to the business men of the coun- 
try that until a constructive system of labor-management co-operation was put 
into operation in the industrial world, no permanent relief could be achieved 
from the high cost of living.“ With the exception of the credit aspects of the 
high cost of living problem, it would appear that Wilson understood the issues 
with a fair degree of insight, and did not expect miraculous results overnight. 

However, the administration’s hands were pretty well tied until Congress 
might act favorably on Wilson’s recommendations. Even in the matter of 
anti-trust proceedings, the Department of Justice needed far larger appropria- 
tions than it then had if any large scale attack were to be made. Yet with the 
exception of an amendment to the Food Control Act providing penalities for 
violation, Congress refused to enact one single bit of legislation for dealing with 
the problem. This being the case, Wilson’s program could have been expected 
to make little more than a dent in the cost of living. 


41 The Public Papers of Woodrow Wilson, edited by Ray 8S. Baker & William E. Dodd 
Vol. V, (Harpers, 1927) pp. 532-71. 

4 A four-cent increase to shopmen was granted to equalize conditions within railroad 
labor ranks. Commercial and Financial Chronicle, CIX, (August 30, 1919) pp. 835-7. 

43 Tbid., pp. 588-9. 

44 Commercial and Financial Chronicle CIX, (September 13, 1919), p. 1042. 
46 The Public Papers of Woodrow Wilson, op. cit., pp. 531-3. 
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Practically the entire attack on the problem was therefore carried out by the 
Department of Justice with the meager funds at its disposal. For purposes of 
analysis the Attorney-General’s program may be divided into five parts, (1) 
prosecutions under the Sherman Anti-Trust Act, (2) prosecutions under the 
Lever Food Control Act, (3) work of Fair Price Committees, (4) campaign against 
extravagance, (5) “work and save” campaign in co-operation with the Treasury 
Department, Federal Reserve Board and others. 

Investigations of big corporations required not only a long time to complete 
and much money to finance, but they frequently involved long-drawn-out court 
appeals. Concentrating on about eight or ten of the biggest corporations, the 
anti-trust division started investigations of the sugar trust, the cement combine, 
the woolen mills and others.“ Few of these cases ever reached the stage of court 
decision. Many of them were dropped and others were settled by voluntary 
arrangement. Thus for example in December the packers agreed to retire from 
all allied food industries with the exception of dairying and meat packing, with 
the corporations to be split up in a manner comparable to that following the 
American Tobacco and Standard Oil Company decisions of 1911.47 Thus, al- 
though technically the trusts had been broken, the control remained intact 
through the devices of holding companies and interlocking directorates. In 
the American Woolen Company case prices were reduced 18 to 20 per cent with- 
out reducing wages when the threat of the law was invoked. 

The Food Administration had been forced to suspend activities at the end of 
the fiscal year on June 30, 1919, because of lack of appropriations, but the Act, 
still remained in force until the President proclaimed the peace. Immediately 
after the removal of the restraining influence of the Food Administration, dealers 
in practically every type of food product proceeded to mark up prices and the 
farm products wholesale price index jumped almost five per cent in July, 1919.* 
It was this situation which the revival of the Food Control machinery was de- 
signed to correct. On October 22, 1919 Congress finally passed an amendment to 
the Food Control Act recommended by President Wilson and Attorney-General 
Palmer which put “teeth” into its enforcement. Food hoards were seized all 
over the United States and brought out of storage, and profiteering charges were 
brought in 1,049 cases by the end of 1920. Additional violations under other 
sections of the act brought the total number of prosecutions to 2,016 cases.®° 

The Fair Price Committee machinery had originally been set up during the war 
under the Food Administration to control food prices. In the high-cost-of- 
living crisis the Department of Justice appealed to the former Federal food ad- 
ministrators to undertake the direction of fair-price activities in their respective 
states and to reorganize the county fair-price committees for the new job in view. 


46 Annual Report of the Attorney-General, 1920, p. 184. 

47 New York Times, December 19, 1919, p. 1. 

48 Annual Report of the Attorney-General, 1920, p. 184. 

49 Bureau of Labor Statistics Farm Products Wholesale Price Index. Standard Trade 
and Securities LXXXVIII, (April 29, 1938), Section D. p. 8. 
50 Tbid., pp. 183-4. 
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There was a splendid response to this appeal, approximately 70 per cent of the 
former administrators accepting their new responsibilities. In states where an 
administrator failed to respond, the Governor was asked to appoint a director 
to head up the work, with the result that by the end of the year all states but six 
had organizations in full swing and approximately 50 per cent of the counties 
were reorganized on the new basis.*! 

Each local committee was to be composed of a wholesaler, a retailer, a repre- 
sentative of organized labor, a representative of the housewives and as many 
representatives of the community at large as the local chairman considered ad- 
visable. Its functions were (1) to investigate costs and prices in foods, feeds, 
fuel and wearing apparel with the purpose of establishing reasonable rates of 
profit and reasonable prices that should be charged by the retailers;* (2) to 
educate the public on profiteering and reasonable prices; and (3) to co-operate 
with Federal agents in cases being investigated for prosecution. The success 
of the program was of a spotty nature. For example in May 1920 the Assistant 
Attorney-General was still looking for price reductions to result from the work of 
the fair-price committees. It should be noted further that some of the best 
work done in the field of establishing ‘‘fair prices’’ was done by industries policing 
themselves through their own trade associations, as e.g., in the case of the Na- 
tional Retail Shoe Dealers’ Association and the National Retail Dry Goods 
Association.® 

The Division of Women’s Activities took over the next part of the Attorney- 
General’s program to make people more consumer conscious and to eliminate the 
extravagance that characterized buying throughout the nation. An elaborate 
machinery with local, county, state, and federal organization was brought into 
play through schools and other organizations with all kinds of publicity, such as a 
million pamphlets, movies, speakers, press releases, etc. “Conservation” meet- 
ings were held in many communities, and ‘“Patch Em and Wear Em” clubs were 
organized, giving an overall and gingham flavor to the dress fashions of the 
times.* The fifth part of the Department of Justice attack was a general pub- 
licity campaign along with the Treasury Department urging the public to ‘work 
and save.’’? 


51 Jbid., p. 17. 

52 Tt is interesting to note that the slippery concept of ‘‘reasonable profits” and “‘reason- 
able prices’’ returned to plague the Department of Justice, with no more precise solution of 
the question being achieved here than in the case of the Industrial Board. Palmer even 
found it necessary to issue a letter to all Fair Price Committees informing them that they 
had only the power to lower or to endorse present price levels. They had no power to raise 
prices as some of them had already done! Commercial and Financial Chronicle, CIX (Sep- 
tember 20, 1919), p. 1129. 

53 Annual Report of the Attorney-General, 1920, p. 180; also Commercial and Financial 
Chronicle, CIX (September 20, 1919), pp. 1129-30. 

54 Howard Figg, ‘‘ Present Day Prices’, The Annals of the American Academy of Political 
and Social Science, LX X XIX, (May 1920), p. 20. 

58 New York Times, December 23, 1919, p. 4. 

56 Annual Report of the Attorney-General, 1920, pp. 180-2. 

57 Commercial and Financial Chronicle, CIX (September 20, 1919), p. 1128-9; New York 
Times, August 27, 1919, p. 19. 
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The War Department made its contribution to a solution to the problem ‘by 
setting up a chain of retail stores throughout the country to dispose of govern- 
ment surpluses at four-fifths the going market price, but its sales were too small 
to be effective in stemming the price rise. President Wilson also called two 
Industrial Conferences primarily to work out a ‘solution to the labor problem 
but almost equally as much ‘to deal with the high cost of living. But the first 
conference ended in bitter controversy, and the results of the second were studi- 
ously ignored by Congress. 


V 


From the foregoing analysis of the problem it is evident that there was no 
reason why much success should have been expected from the government’s 
attack on the high cost of living. In the first place, even scientific remedies did 
not promise immediate and drastic reduction of prices, except through depres- 
sion and price deflation. Secondly, the proposed attack of the government did 
not proceed entirely along the lines of a scientific approach. Thirdly, with the 
exception of an amendment of the Food Control Act, Congress refused to give 
the administration any power to proceed against the problem. Consequently 
the “smear” campaign which the public and press carried on against the 
“‘profiteer” business man on the one hand and the “un-American” labor union 
on the other hand, although permitting an outlet for pent-up emotions and pos- 
sibly bringing some temporary price relief through elimination of some of the 
more flagrant cases of profiteering, did not provide a really constructive plan to 
deal with the problem. 

Following the first public outcry against the high cost of living, prices took a 
momentary dip in their upward ascent. In September the wholesale price index 
dropped 2.2 per cent from the high of August 1919 and the October index showed 
prices still lower than August 15, but in November they jumped back above the Au- 
gust figure and continued to advance rapidly to their peak in May 1920, almost 16 
per cent above the August level. Interestingly enough, the sharpest drop in the 
September and October price recession came in the farm products group with a 
6.2 per cent decline from the August figure, and the least drop .6 of one per cent 
came in finished products,** indicating one or both of two things: (1) either there 
was greater profiteering in farm products, which was highly doubtful, or (2) 
business corporations, combinations, etc., having concerted economic power at 
their disposal were better able to hold their position against stampeding in the 
face of public inquiry and condemnation of their price policies. 

In the early days of the government campaign against the high cost of living 
Attorney-General Palmer in an overly optimistic mood predicted before the 
Senate Agricultural Committee that if penalties of $5,000 fine and/or two years 
imprisonment were made effective by amendment to the Food Control Act, “the 
backbone of this profiteering” could be broken in sixty days.®® But even assum- 


58 Benedict Crowell & Robert Wilson, Demobilization, (Yale Press, 1921) pp. 283-4. 

59 Bureau of Labor Statistics Farm Products Group Index and Finished Products Whole- 
sale Price Index, Standard Trade and Securities, (April 26, 1938), Section D, pp. 7-8. 
60 New York Times, August 15, 1919, p. 1. 
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ing that the backbone of profiteering could have been broken in six months, it 
still would not have fundamentally affected the level of prices. 

The net result of the “witch hunt” campaign against high cost of living offend- 
ers was therefore less than nothing as judged by the course of future events, as 
every part of the economic chain from retailers to wholesalers to manufacturers 
to laborers to consumers all attempted to “pass the buck” to each other.“ In 
short, “witch hunting” and “buck passing” were not very constructive measures 
to cope with a difficult economic problem. 


61 New York Times, August 17, 1919, Section 2, p. 7; August 31, 1919, Section 2, p. 7. 

















NOTE ON WAGES AND LABOR COSTS 
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On the basis of data for the period from 1919 through 1941, certain tentative 
conclusions can be drawn regarding relationships between average hourly earn- 
ings, output per man hour, and unit labor costs in manufacturing. The results 
of this limited study are of significance for wage theory and for the formulation 
of public policy regarding increases in wage rates or in average hourly earnings 
both during and after the war. 

The distinctions between wage rates, average hourly earnings, and labor costs 
must be borne in mind.! Such factors as changes in labor productivity, in the 
hours of work, in the distribution of jobs, etc., cause these three items to diverge. 
It has becn estimated, for example, that average hourly earnings rose twice as 
fast as wage rates in durable-goods manufacturing between August, 1939, and 
January, 1943.2. Between 1919 and 1941, labor costs per unit of output in manu- 
facturing apparently declined 39 per cent despite an increase of perhaps 60 per 
cent in average hourly earnings. Changes in output per man hour make unit 
labor costs flexible despite rigidities in wage rates or average hourly earnings.‘ 

The best available data on productivity and unit labor cost in manufacturing 
are the indexes for some 50-odd industries published by the U. S. Bureau of 
Labor Statistics. They are based largely upon the Biennial Census of Manu- 
factures and B.L.S. data, and represent extensions and revisions of the data 
originally developed by the National Research Project on Re-employment Op- 
portunities and Recent Changes in Industrial Techniques.. Table I presents a 


1 It is surprising how frequently these three items are confused with each other. The 
main conclusions of a recent publication by the Brookings Institution are completely viti- 
ated because average hourly earnings are used to measure changes in “‘ wage rates’’ and in 
‘‘wage costs’? during World Wars I and II, with the result that the authors arrive at con- 
clusions exactly opposite from those that would have followed had they actually used data 
for wage rates and unit labor costs in manufacturing. See Harold G. Moulton and Karl 
Schlotterbeck, Collapse or Boom at the End of the War? The Brookings Institution, 1942, 
pp. 33-35. 

2 See Richard A. Lester, ‘‘ Effects of the War on Wages and Hours,’’ American Economic 
Review, vol. XX XIII, Supplement, March, 1943, p. 218. 

3 Based on indexes in Productivity and Unit Labor Cost in Selected Manufacturing In- 
dustries, 1919-1940, U. S. Bureau of Labor Statistics, February, 1942, p. 1; Productivity and 
Unit Labor Cost in Selected Manufacturing Industries: 1941 (Preliminary), U. 8. Bureau of 
Labor Statistics, March 2, 1942, p. 2, and Productivity and Unit Labor Cost in Selected Manu- 
facturing Industries: 1989-1942, U. 8. Bureau of Labor Statistics, March, 1943. 

4 For further discussion of this point, see Irving H. Siegel, ‘‘Hourly Earnings and Unit 
Labor Cost in Manufacturing,” Journal of the American Statistical Association, vol. 35, 
September, 1940, pp. 455-60. 

5 See Harry Magdoff, Irving H. Siegel, and Milton B. Davis, Production, Employment, 
and Productivity in 59 Manufacturing Industries, 1919-1936, Work Projects Administration, 
National Research Project, Parts One and Two. Philadelphia, May, 1939. 
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summary for manufacturing as a whole, indicating the biennial changes in various 
labor items from 1919 to 1941.° 

There does not appear to be a close association between changes in total pro- 
duction and in output per man hour. Some relationship seems to be present for 
the years between 1925 and 1935, but even during that decade the correlation 
would not be high. Study of percentage changes in the indexes for individual 
industries indicates that the correspondence between changes in total produc- 
tion and in output per man hour is most marked for the heavy industries with 
large overhead, like iron and steel, agricultural machinery, motor vehicles, and 


TABLE I 


BrenniAL CHANGES IN Propuction, Lasor Cost, AaND Hourty EARNINGS FOR ALL 
MANUFACTURING, 1919-1941 














PERCENTAGE CHANGE DURING BIENNIUM IN 
BIENNIUM ENDING 
Production Conn, — Man Unit Labor Cost ew 
1921 —12.3% +20.3% —12.0% +5.9% 
1923 +43.7 +8.7 —5.2 +3.0 
1925 +6.5 +13.3 —7.8 +4.6 
1927 +6.4 +6.6 —4.8 +1.4 
1929 +14.8 +9.1 —6.0 +2.5 
1931 —28.0 +7.3 —14.9 —8.6 
1933 —12.8 +2.3 —15.3 —13.3 
1935 +31.9 +9.7 +22.1 +23.2 
1937 +24.8 —0.7 +10.9 +11.0 
1939 —0.8 +10.7 —9.4 +0.3 
1941 +48.4 +7.8 +8.7 +24.4 
Biennial average. . . +11.15 +8.65 —3.06 +4.95 
Average biennial 
variation......... 20.95 8.77 6.85 8.93 

















Source: Calculated from Table, p. 1, Productivity and Unit Labor Cost in Selected Manu- 
facturing Industries, 1919-1940, and Productivity and Unit Labor Cost in Selected Manu- 
facturing Industries: 1941. An index of average hourly earnings was calculated from the 
indexes of payrolls and man hours. 


non-ferrous metals, although the indexes even for these industries move in oppo- 
site directions during the bienniums ending in 1921 and 1939. Generally speak- 
ing, increases in output per man hour tend to be smallest during periods of down- 
swing in the business cycle, although there are numerous exceptions to that 
generalization. 

Examination and comparison of the changes in output per man hour, average 
hourly earnings, and unit labor cost are very interesting and instructive. Output 
per man hour varied about as much (an average of 8.77 per cent a biennium) as 
did average hourly earnings (8.93 per cent a biennium) and, therefore, was as 


6 For the limitations and methods of computation of the indexes upon which Table I 
rests, see the sources mentioned in the table. 
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important a factor as average hourly earnings in influencing and determining unit 
labor costs. Despite an average increase of 5 per cent a biennium in average 
hourly earnings, unit labor cost showed an average decline of 3 per cent a bien- 
nium because output per man hour increased, on the average, over 8 per cent 
abiennium. These figures indicate that labor has tended to receive about three- 
fifths of the increase in productivity per man hour in the form of increased wages. 
The largest increase in output per man hour occurred from 1919 to 1921, after 
the last war, when a 6 per cent increase in average hourly earnings was accom- 
panied by a 12-per-cent decrease in labor costs per unit of output. Unit labor 
costs rose only during the bienniums ending in 1935, 1937, and 1941, when aver- 
age hourly earnings rose by more than 10 per cent. 

It is also interesting to observe in Table I that the bienniums of greatest 
increase in output per man hour (those ending in 1921, 1925, and 1939) were not 
those of greatest increase in average hourly earnings. When output per man 
hour for all manufacturing rose by 10.7, 13.3, and 20.3 per cent, average hourly 
earnings rose only 0.3, 4.6, and 5.9 per cent respectively, or much less than the 
average biennial change in average hourly earnings. In the three bienniums 
ending in 1931, 1933, and 1937, output per man hour and average hourly earn- 
ings moved in opposite directions. 

Study of indexes for the individual industries indicates that the over-all data 
in Table I are fairly representative of the various industries. Percentagewise, 
the biennial changes in output per man hour were much greater than those in 
average hourly earnings for such industries as agricultural implements, motor 
vehicles, steel, non-ferrous metals, chemicals, and petroleum. In those indus- 
tries, increases in output per man hour apparently have been more important in 
causing changes in unit labor costs than have variations in average hourly 
earnings. 

Unit labor costs rose in the bienniums ending 1935, 1937, and 1941 in most 
industries because average hourly earnings increased more than 10 per cent 
during the biennium. Whenever average hourly earnings in any industry in- 
creased no more than 10 per cent a biennium, labor costs per unit did not rise. 
In a few cases, output per man hour rose so much that unit labor costs did not 
rise despite a biennial increase of more than 10 per cent in average hourly earn- 
ings. That was true, for example, of the rubber industry from 1919 to 1921 when 
a 42-per-cent increase in output per man hour more than offset a 14-per-cent 
increase in average hourly earnings so that unit labor costs fell 20 per cent; or of 
the lumber industry from 1937 to 1939, when a 21-per-cent increase in output 
per man hour more than offset a 10.6-per-cent increase in average hourly earn- 
ings so that unit labor costs fell 9 per cent. In the agricultural implement 
industry, changes in total production influence, to a marked degree, changes in 
output per man hour, and changes in output per man hour have been about three 
times as great as changes in average hourly earnings. Consequently, in that 
industry a 35-per-cent increase in average hourly earnings during the biennium 
ending in 1939 was more than offset by a 38-per-cent increase in output per man 
hour so that unit labor costs fell two per cent. 
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From this limited study, certain tentative conclusions can be drawn: 

1. Changes in output per man hour have been as important as changes in 
hourly earnings in determining unit labor costs in manufacturing. Conclusions 
regarding the rigidity or magnitude of labor costs must be based on wages per 
unit of output, rather than on wage rates or average hourly earnings. 

2. There has not been a close correspondence biennially between changes in 
output per man hour and in average hourly earnings either for manufacturing 
as a whole or four individual industries. It has been generally true that, during 
bienniums of large increase in output per man hour, increases in average hourly 
earnings have been relatively small. 

3. The normal expectancy has been for average hourly earnings to increase 
three or four per cent a year, along with a decrease of one and a half per cent in 
unit labor costs. Of course, this expectancy has frequently been upset during 
particular bienniums by marked changes in the price level. 

4. For industry as a whole, hourly earnings could have increased up to 5 per 
cent a year, on the average, without increasing unit labor costs. When produc- 
tivity per man hour increases more rapidly than the average, average hourly 
earnings can increase correspondingly without higher product prices. 

5. In the past, workers have tended to receive about three-fifths of the in- 
creases in productivity per man hour in the form of higher average hourly earn- 
ings. Stabilization of average hourly earnings would give the benefits of in- 
creases in productivity to other groups and labor would benefit only indirectly. 














VOLUNTARY SAVINGS AND CONSUMER BEHAVIOR 
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To the majority of Americans, a dollar has only one function. It is to be used 
immediately in the purchase of food, clothing, or shelter. Few Americans have 
ever had difficulties in finding an outlet for their incomes. Most Americans 
live from one pay day to another and are seldom able to save much surplus above 
living expenses. The end of a given year finds few of them with balances in the 
bank or money in their pockets. 

Two facts account for this condition. There is first the fact that the majority 
of persons who receive incomes in the United States receive comparatively small 
incomes. A second reason is that ‘necessary living expenses” are based upon 
psychological reactions as well as upon physical requirements. 

The first fact is too well known to require extensive comment. The only really 
extensive survey made of the entire nation on the distribution of income was 
made by the co-operation of various governmental agencies for the year 1935-36. 
In general, according to this study of consumer incomes, one-third of all Ameri- 
can families and individual consumers had annual incomes of less than $780, 
one-half less than $1,070 and two-thirds less than $1,450. About nine-tenths 
received less than $2,500. About two per cent of all consumer units received 
incomes of $5,000 or over, and less than one per cent received $10,000 and over.* 

The war has increased the incomes of many. It has not, despite isolated cases, 
raised the incomes of the majority out of what is considered the lower income 
groups. Total manufacturing wages have risen tremendously. To many indi- 
viduals it has meant an income where no income has existed before. To many 
it has meant a job where there was no job before. It has not meant an increase 
in the incomes of the majority to the level of income enjoyed by the relative few 
before the war. 

The wage and salary pie has become bigger, but at the same time the number 
of persons to be served pie have become more numerous. The elite of the non- 
agricultural workers, so far as wage payments are concerned, are the manu- 
facturing wage earners. Assuming a full 52 weeks of work, the average manu- 
facturing employee in June 1941 was receiving $1,385 a year. By April 1943 his 
estimated earnings had risen to $2,448. While this rise has been substantial, it 
has not placed the manufacturing wage earners as a group in a class where any 
considerable portion of their incomes would normally be saved. Furthermore, 
many manufacturing employees are receiving less than this average. Further- 
more, manufacturing employees constitute only about 40 per cent of all non- 
agricultural workers in the United States. There are, for example, bituminous 
coal miners whose annual earnings on a 52-week basis, whith considerably exag- 


1 National Resources Committee, Consumer Incomes in the United States (Washington, 
1938) pp. 6-9. 
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gerates the real earnings, rose from $831 in January 1941 to $2,208 in April 1943. 
Retail trade employees increased their annual earnings from $1,120 to only 
$1,260 and there are other groups of employees in much the same position. 

Agricultural workers in April 1943 totaled 9.6 million of the estimated employ- 
ment of 51.2 million persons. Wages of agricultural workers have risen as well 
as those of nonagricultural workers, but in April the average yearly wage on the 
basis of a 12-month working period was comparatively low—$807 without board 
and $606 with board. In short, although many workers have enjoyed substan- 
tial increases in income as a result of the war activity, the increases in income of 
the majority of workers have not raised their incomes to levels at which in normal 
times substantial proportions of their incomes would be saved. 

The radio, the press, and other media have been used to urge each citizen to 
“figure it out for yourself.” Total your necessary living expenses, he is told; 
subtract them from your income. The rest should be spent for war bonds. 
Under this process persons with $1,000 or $3,000 incomes could with equal 
justification ‘figure it out for themselves” and arrive at an amount to be spent 
for war bonds very nearly approaching zero. Necessary living expenses are 
almost as elastic as income. 

The same statistical study which showed the distribution of income in 1935-36 
also showed that not until incomes of consumer units reached $1,500 was any 
appreciable portion saved. Not until incomes reached $2,500 was the classical 
10 per cent of income saved. The definition of savings was the broadest possible 
and included purchases of durable consumer goods and insurance premiums—not 
liquid savings and investments alone.2. The corollary is that the greater part of 
the total of individual savings consisted of savings made by individuals with 
higher incomes. For most persons ‘‘necessary”’ living expenses expand as income 
increases. 

This fundamental fact, is not surprising. Approximately two billion dollars 
were spent each year before the war upon an educational campaign to convince 
consumers that the thing to do with their dollars was to spend them. That was 
advertising’s mission. No curtailment in the amount of advertising has been 
apparent during the war. Advertisers have switched their appeals to a patriotic 
basis, but the urge to buy is still there. For example, we may be told that the 
next best investment to a war bond is a suit of clothes, but we know all the time 
that the advertiser doesn’t want us to lose our desire for a suit. 

The effect of an educational campaign of many years standing and costing 
over two billion dollars a year is not to be overcome suddenly, despite war 
conditions. Especially is this true when the consumer buying behavior was 
already strongly ingrained. Those who have been unhappy for years because 
they were unable for lack of purchasing power to have the things they were told 
dozens of times a day they should have are going to have them now if new pur- 
chasing power makes it possible. Mounting retail sales are evidence of that. 
More fundamental still: persons who have never had decent food, medical care, 


2 National Resources Committee, op. cit., pp. 19-22. 
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clothes for the children—and there were many in the United States—are going 
to try to get them if they have increased incomes. 

Before those with higher incomes condemn the improvidence of the poor, they 
should recall that the fact that on an average a man with $10,000 saves 30 per 
cent of his income is an accident of income rather than a token of provident living. 
His living expenses are still seven times as high as those of the man with a $1,000 
income who saves nothing. Until his living expenses are reduced to the poor 
man’s level, he is in no position to assume an attitude of self-righteousness. His 
“necessary” expenses are higher because his income is higher. 

Whatever the moral issues involved, a dollar of income received by those with 
lower incomes is more likely to be spent than a dollar of income received by those 
with higher incomes. An increase in income by the lower third of income re- 
ceivers will in all likelihood be spent. The same increase in income by the upper 
third of income receivers will in all likelihood be at least partially saved. The 
more diffused the increase in the national income, the greater will be the pressure 
to spend that increase. 

In times of peace an increase in national income brings with it increased goods 
to meet increased demands. Indeed, some would say that a wide diffusion of 
the increase in purchasing power would more nearly assure a continuance of the 
increased national income than if the increase were concentrated in the hands 
of a few and a larger proportion were saved. War, on the other hand, brings 
with it an increased national income but also fewer goods to buy in proportion to 
the income. The difference between the increased national income and the 
amount of goods and services available is what is known as the inflationary gap. 

To avoid closing the gap through rising prices, demands of consumers must be 
reduced to an amount equal to the value of the goods and services available. 
Increased taxation absorbs part of the difference. The Treasury is trying to 
mop up the remainder by the voluntary purchase of war bonds by individuals. 
The purchase of such bonds is only another form of savings. 

If increases in income during the war had affected only persons having incomes 
of $20,000 or above, the problem would have been much easier of solution. On 
the basis of the 1935-36 behavior pattern, about 50 cents out of each dollar of 
increased income would have been saved anyway. Appeals to patriotism and 
lack of certain types of luxury goods might well have absorbed the remainder. 
But the increases in income did not take place in this fashion. 

By the very nature of the war program bringing with it a tremendous increase 
in industrial employment, the increase in national income has been widely dif- 
fused. Farmers, a low-income group on the whole, have also shared heavily in 
the increase. To the fundamental fact that for most people the sole purpose of 
having a dollar is to spend it, is added the fact that the increased dollars have 
been put in the hands of those most likely to spend them. 

Evidence of these facts may be found by an analysis of Department of Com- 
merce estimates of income payments by states for 1941 and 1942 and the sales 
of war bonds by states. 

From 1941 to 1942 total national income payments increased 22,129 million 
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dollars. The increase did not take place evenly from state to state. In fact, 
those states with low per capita incomes received a more than proportionate share 
of the total income increase as shown in Table 1. In this table each state’s 
share in the total 1941 income was computed, as well as each state’s share in the 
total increase in income from 1941 to 1942. The resulting :percentages were 
then arranged in the order of the per capita incomes of the states in 1941 from 
the lowest to the highest and the percentages accumulated. 

From Table 1 it is apparent that increases in income from 1941 to 1942 were 
concentrated to a considerable extent in the low income states. Thus, while 
the 13 states having per capita incomes of less than $600 accounted for only 22 
per cent of total income payments in 1941, increases in per capita income in 
those states made up 32 per cent of the increase in total income. Since it safely 
may be assumed that the proportion of individuals with lower incomes is greater 
in states with low per capita incomes, there is here conclusive evidence that 








TABLE 1 
DistTRIBUTION oF Per Capita Income By Starss, 1941-42 
STATES WITH —— INCOMES IN PER CENT OF TOTAL INCOME IN 1941 PER ~~ IN 
Below $300 .66 1.31 
- 400 7.14 11.18 
~“ 500 12.21 17.11 
As 600 21.68 31.91 
700 33.91 44.13 
800 54.39 61.98 
- 900 65.73 73.05 
<1 000 92.45 $2.59 











Source: Income data compiled from Daniel Creamer and Charles F. Schwartz, ‘‘State 
Income Payments in 1942,’’ Survey of Current Business, June 1943, pp. 10-22. 


increases in incomes from 1941 to 1942 were diffused to a great extent among the 
lower-income groups. 

If increases in income were centered in low-income states and thus among low- 
income individuals, how did this affect the sale of war bonds? In Table 2 a 
comparison has been made between income payments by states in 1942 and 
purchases of series E, F, and G bonds. 

The data in Table 2 show that low-income states accounted for a smaller 
proportion of the total sales of war bonds in 1942 than would be expected on the 
basis of the proportion of total income payments received in those states. Ifthe 
data were plotted, the resulting curve would be opposite to that shown by the 
data in Table 1. While, according to Table 1, increases in income were concen- 
trated in the low-income states, Table 2 shows that sales of war bonds were con- 
centrated in the high income states. 

Presumably the increased income not used to purchase war bonds was used 
























VOLUNTARY SAVINGS AND CONSUMER BEHAVIOR 243 


to purchase goods and services. Here is evidence that the war has not changed 
the principle that a dollar received by an individual with a low income is more 
likely to be spent than one received by an individual with a high income. True, 
not all purchases of government securities by individuals are made by buying 
series E, F, and G bonds. Other types of securities, however, are purchased by 
individuals with high incomes. If it were possible to determine such purchases 
by states, the concentration of purchases in high income states would be still 
greater. 

The difficult task of closing the inflationary gap, therefore, has been made more 
difficult not only by the greater propensity to consume among lower-income 
groups, but by the fact that it is among those income groups that much of the 
increase in income has taken place. Further evidence is provided by the fact, 








TABLE 2 
DISTRIBUTION OF SALES OF Wak Bonps By States, 1942 
STATES WITH so ae INCOMES IN PER CENT OF TOTAL INCOME IN 1941 PER CENT Sona ia OF WAR 
Below $500 6.8 4.5 
= 600 12.9 9.6 
- 700 19.9 15.8 
” 800 30.0 26.0 
“ 900 44.6 41.0 
*« 1,000 62.1 58.7 
“ Te 83.0 83.7 
“1,200 94.0 93.6 
“* 1,300 96.0 95.9 
“* 1,400 100.0 100.0 











Sources: Income data, same as Table 1. Data on purchases of war bonds are for sales 
of series E, F, and G bonds for-the calendar year 1942. They were derived from Tables 3 
and 4, Bulletin of the Treasury Department, February 1943. 


as shown below, that smaller proportions of increases in incomes have been used 
in states with low incomes to purchase war bonds than in high income states. 

The comparison was made by first computing the per capita sales of war bonds - 
by states for 1942 and dividing per capita sales by per capita increases in income 
from 1941 to 1942. The resulting ratios represent the proportion of the increase 
in per capita incomes devoted to the purchase of war bonds. Although there 
were exceptions to the general tendency, for the nation as a whole, those states 
with higher per capita incomes devoted a greater proportion of the increases in 
per capita income to the purchase of war bonds than did those states with low 
per capita incomes. Mathematically stated, there was a correlation of +.66 
+.08. 

By computing a line of regression it is possible to estimate the proportion of 
the increase in per capita income from 1941 to 1942 that would be expected to 
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TABLE 3 


PROPORTION OF INCREASE IN PER.Cap1tTa INcoME 1941-42 DevoTEep To THE PURCHASE OF 
Wark Bonps at Various LEVELS or PER Capita INCOME IN 1941 By StratsEs 








PER CAPITA STATE INCOME IN 1941 7 "a-ak cues Bg kg Saas 

$400 24 

500 30 

600 35 

700 41 

800 46 

900 51 

1,000 57 








go to the purchase of war bonds on the basis of purchases in 1942. This line 
of estimate together with the data are shown on the scatter diagram on Chart 1. 
Estimates at various levels of per capita income are shown in Table 3. 


* The line of estimate is as follows: Y = 3.1 + .0534X 
where 
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Out of each dollar increase in per capita income in a state with a per capita 
income of $400 in 1941, 24 cents would be expected to go for the purchase of war 
bonds. In states with per capita incomes of $1,000, each dollar increase in in- 
come would result in 57 cents going for the purchase of war bonds. Stated in 
another way, there were about 24 chances out of 100 that a dollar increase in 
the $400 income state would be used in the purchase of war bonds, while the 
chances were about 57 out of 100, more than two times as great, that a dollar 
increase in the $1,000 income state would be used thus. 

Presumably, if increases in income from 1941 to 1942 had taken place pri- 
marily in the higher-income states, inflationary pressure upon the prices of con- 
sumer goods and services would have been considerably less, if we assume that 
increased income not used to buy war bonds was spent. A dollar increase in 
per capita income in the state with a $400 income rather than in a state with 
the $1,000 income meant a loss to the Treasury of 33 cents toward the purchase 
of series E, F, and G bonds. To give an exaggerated example, if the total in- 
crease in national income payments had taken place in states with incomes of 
$1,000 or over in 1941 instead of being dispersed over the rest of the country, 
sales of war bonds might have amounted to 12.6 billion dollars instead of the 
8.8 billion dollars in sales actually made.‘ 

On the basis of the foregoing evidence, any plan to absorb completely increased 
income payments by the voluntary purchases of war bonds is bound to fail. 
Appeals to patriotism may stimulate savings, but they do not alter the funda- 
mental laws of consumption. When, in addition, increases in income go more 
than proportionately to lower income groups, the problem is made increasingly 
difficult. Consumers with comparatively low incomes may not be able to get 
the goods they want with the increases in income, but they will certainly try. 





Y = Estimated per cent of increase in per capita income devoted to the purchase of 
series E, F, and G bonds. 
X = Per capita income in 1941. 
The standard error of estimate is 11.00. 
Note: Because of the extreme divergence of data for New Hampshire from the general 
trend, it was omitted from the calculations. 
4 Total sales in 48 states and District of Columbia for calendar year 1942 and excluding 
territorial sales. 
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The Dynamics of Business. By Norman J. Silberling. New York: McGraw 

Hill Book Company, 1943. Pp. x, 759. $5.00. 

In this impressive volume the late Dr. Silberling measures the movements of 
American business since 1700, develops theories of causation, and draws conclu- 
sions concerning the proper relationship between government and business. 

The movements with which he is concerned are secular trend, intermediate 
trend, and cyclical movements. A notable achievement is his Business Index, 
running from 1700 to date. In the early years it was necessary to rely upon 
population data and the physical volume of imports, and it was not until 1871 
that the physical volume of production, as such, could be included. After 
combining the data an intermediate trend was obtained by taking the average 
of a 15-year moving average and a 21-year moving average. A secular trend 
was then obtained by fitting a third-degree curve to the logarithms of the inter- 
mediate trend. This trend shows a rate of increase that declines from 3.8 per 
cent in the early years to 3.6 in the later years. Finally, cyclical movements were 
superimposed upon the intermediate trend using, after 1855, whatever cyclical 
data seemed to be most satisfactory. 

Little similarity is found between the timing of Silberling’s intermediate trend 
and Kondratieff’s long waves. The reader is entitled to skepticism on this 
point, however, because cf the scantiness of the data before 1855, and because 
of the technique used to measure the intermediate trend. The reviewer is con- 
vinced that troughs corresponding to Kondratieff’s long cycles could have been 
obtained in the periods 1840-1845 and 1890-1895 by using a moving average of 
different length. It is Silberling’s conclusion that Kondratieff’s long waves refer 
to price data or to value series, whereas the intermediate trend in production 
data is not related to price changes. Introduction of new ways of applying power 
to production and transportation appears to be a major factor affecting theinter- 
mediate trend. 

Cyclical movements are accounted for mainly by fluctuations in residential 
construction and in transportation equipment. For peace-time periods a high 
coefficient of multiple correlation is found between the business index and trans- 
portation equipment and construction indexes. Residential construction is asso- 
ciated with general population increments brought about by waves of immi- 
gration, and with increments in particular localities resulting from internal 
migrations. 

Unsound financing has tended to amplify the initial causes of instability. 
Thus, heavy bonded indebtedness of railroads has made for tremendous gyra- 
tions in profits and large fluctuations in purchases of equipment. The financing 
of residential construction by short-term loans without amortization has facili- 
tated periods of over-building, and led to subsequent mortgage foreclosures. 
When the home owner is in danger of losing his home, he cuts down on purchases 
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of non-durable goods, and the effect is transmitted to curtailment in business 
expenditures for producers’ goods. 

Dr. Silberling’s views on governmental policy are distinctly of a conservative 
nature, but are presented with vigor and clarity. They constitute an excellent 
defense of moderately regulated capitalism, and a strong attack on Keynesian 
economic theory and much of the New Deal philosophy. The Keynesians con- 
fuse cycle with trend, and the New Dealers confuse equalization of income over 
time with equalization of income among persons. Reforms embodying these 
confusions will lead (are designed to lead?) to governmental control of job- 
creating capital and permanent economic regimentation. 

More specifically, the theory that the slackening of population growth and of 
industrial innovations necessitate a vast program of governmental expenditure 
is without foundation. So also is the theory that corporations over-save and 
should be compelled to pay out currently the bulk of their earnings. On the 
contrary, corporations should save systematically and reduce their bonded 
indebtedness, keeping their financial structure such that they can finance im- 
provements by the sale of common stock. Tax policy should be such as to 
encourage risk-taking, reduction of corporate debt, and acquisition of common 
stock by investors, including institutional investors. Retirement of government 
debt would help also. On the other hand, Silberling approves most of the New 
Deal banking reforms, especially those providing for amortization of farm and 
residential mortgages. He is not impressed with the notion that oligopoly leads 
to inflexible prices and accentuation of depressions. Rather, he believes that 
flexible industrial prices would lead to insolvency and chaos. He therefore 
regrets the abandonment for legal reasons of the N. R. A. experiment. 

This volume not only embodies an enormous amount of statistical effort, and a 
well integrated theory founded in large part on the statistical findings, but careful 
attention has been given to the literary style. The reader is not annoyed by 
meticulous descriptions of statistical procedure in the body of the text, though 
these will be found in the appendix. A possible criticism is that the numerical 
values of indexes compiled by the writer are not given. Neither are coefficients 
of correlation or other statistical measures. The text is profusely illustrated 
with 76 charts showing relationships among the various indexes, and the reader 
is left to make his own estimates as to the degree of association between various 
pairs of time series. The tone of the writing is at times perhaps too contentious, 
but it indicates the strength of the writer’s convictions and the depth of his 
feelings, and at the same time makes the book more interesting to read. 

University of North Carolina Dup.ey J. CowDEN 


Monetary and Banking Theories of Jacksonian Democracy. By Sister M. Grace 

Madeleine. Philadelphia: The Dolphin Press, 1943. Pp. 163. $2.50. 

In this book the author has set forth the monetary and banking theories 
prevalent in the United States from the beginning of the republic down to 1860. 
Some of these theories were: (1) that there is a natural quantity of money 
necessary to carry on the trade of a country; (2) that this quantity can be deter- 
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mined only by experimentation; (3) that if no paper money is issued specie will 
flow in until “the channels of trade are full’’; (4) that if paper money is issued, 
specie will be released for making purchases abroad; (5) that there can be no 
over-issue of paper money so long as it is redeemable in specie, for when the 
channels of trade are filled, the paper will be presented for redemption, furnishing 
a gauge of the natural amount of money needed. There was a theory that paper 
money should be issued by banks under private control rather than by the govern- 
ment, for banks could be required by law to redeem their issues while political 
pressure leads governments to over-issue with ultimate depreciation and repu- 
diation. 

In view of these theories Hamilton and his followers thought that a national 
bank under private control would be of great benefit to the country, since it 
would furnish a sound national currency for the use of business and the govern- 
ment and would be able to assist the government by loans and by acting as its 
fiscal agent. 

On the other hand, the opponents of a national bank believed that such a bank 
was unconstitutional or that it would exercise too much political and economic 
power over the states. They favored a metallic currency or a paper currency 
issued by the government. Among those who held these theories were Thomas 
Jefferson, James Madison, Andrew Jackson, and their followers. Others opposed 
establishing any banks, on the theory that they conferred special privileges upon 
a few at the expense of the masses. 

Andrew Jackson seems to have shifted his point of view in regard to banks 
from time to time. He believed a national bank was unconstitutional, but, 
after vetoing the renewal of the charter of the Second Bank of the United States, 
he advocated the establishment of a national bank that would conform to his 
ideas. In his veto message he seems to have thought banks undemocratic, for 
he said, “Distinctions in society will always exist—but when the law undertakes 
to add to these natural advantages, artificial distinctions—to make the rich 
richer and the potent more powerful, the humble members of society have a 
right to complain of the injustice of government.” 

In addition to analyzing the banking theories of the early period of American 
banking, the author reviews the history of the First and Second Banks of the 
United States, the rise and development of the state banks, the establishment 
of the Sub-treasury, and the inauguration of the Suffolk System, the Safety 
Fund System, and the system of free banking. The book makes a worthy 
contribution to banking literature. 

Washington and Lee University B. B. HoLpEr 


Monetary Reform Movements: A Survey of Recent Plans and Panaceas. By 
Joseph E. Reeve. Washington, D. C.: American Council on Public Affairs, 
1943. Pp. xiv, 404. $3.75. 

Few authors ever packed into 389 pages more useful knowledge or shrewd 
discernment concerning the multiplicity of suggested monetary reforms and 
panaceas of a given period than does Joseph E. Reeve in this volume. His range 
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of information is unusually vast, combining a thorough familiarity with printed 
sources with a startling knowledge of the less accessible facts about monetary 
reformers and their reforms. With this goes a style of presentation cramped 
neither by the fear of transcending the bounds of “objectivity” nor by the 
academician’s usual reluctance to pronounce clear-cut judgment. Moreover, 
the author has presented his subject in a treatise which reads well and, even more 
important, in one which rereads well. 

The purpose of the study is to “present a comprehensive treatment of the 
monetary reform movements and ideas which appeared in the United States 
during the ten years between the Wall Street crash and the second World War.” 
Although the study is primarily economic, it is of value to the student of political 
movements as well as to the historian. Moreover, the economic planner of the 
post-war world would do well to examine its pages because another period of 
crisis will again find the monetary reformer in the forefront peddling his wares. 

As Mr. Reeve states, monetary reform is a depression industry. During the 
thirties, every town, every street corner, every country store, every part of the 
country had at least one self-styled “expert”? on the money question who be- 
lieved that he alone had discovered the one and only way out of the economic 
dilemma. Since this is true, it was necessary for the author to limit the field 
and hence “no one is considered a monetary reformer unless (1) he explicitly 
imputes to the monetary, banking or fiscal system an important, if not unique, 
role in causing fluctuations of the business cycle, and (2) he proposes positive 
measures designed directly or indirectly to control the volume or velocity of the 
circulating medium toward the ultimate goal of ending depressions.” Excluding 
the “sound money” advocates and one or two minor groups from consideration 
as monetary reformers may invite criticism from some, but the reviewer thinks 
that the author has strengthened the study by his specific delimitation. 

The study can be divided quite naturally into four sections. In the first 
section, the history of the monetary reform movements of the 1929-39 period is 
considered. The second section concerns itself with diagnosing the views of 
the three eclectic (the author’s favorite word) leaders, Father Charles E. Cough- 
lin, Senator Elmer Thomas and Professor Irving Fisher who “were among the 
most effective in arousing popular interest and in securing political action.” 

It is with the third section that the author makes his most significant contribu- 
tion. Here he analyzes five major types of monetary proposals. These are 
legal tender currency expansion, fiscal inflation, silver schemes, alteration of the 
traditional gold standard, and employment of the banking system for monetary 
expansion. In addition, he considers certain miscellaneous monetary expansion 
proposals. In this section Dr. Reeve has accomplished what he set out to do. 
In brief compass, he has succeeded in bringing out the most important weak- 
nesses and strong points of each type of plan. By searching the economic 
literature one can find most of the criticisms brought out here, but the book 
makes its contribution by collecting and winnowing these criticisms, by showing 
the relationships among the various types of remedies, and by maintaining 
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throughout an impartial and analytical attitude. The last section of the study 
is a summary of conclusions. 

Usually a reviewer does not think he has been justified in his task unless he 
points out some weaknesses of the volume reviewed or challenges some statement 
made. Some few specific criticisms might be made of this volume but they would 
be largely of a secondary nature and hence of little importance. Therefore let 
it suffice to say that Dr. Reeve has left us greatly in his debt by writing this 
history, not of books or battles, but of ideas and by his scholarly, well docu- 
mented attempt to check the answers given by different groups relating to the 
number-one economic problem of the 1929-39 decade. 

Clemson College JAMES E. Warp 


The New Philosophy of Public Debt. By Harold G. Moulton. Washington: 

The Brookings Institution. Pp. vi, 93. 

With the national debt approaching 150 billion dollars and the end to its 
increase nowhere in sight, the present monograph provides a timely and lucid 
examination of the basic issues involved in two opposing conceptions of the 
relationships between an internally held national debt and the economic process. 
Depressed conditions in the thirties produced a school of thought which not 
only urged an unbalanced budget as a necessary compensatory factor for reduced 
private spending during the depression, but also contended that in an alleged 
mature economy private savings tended to exceed investment and huge cor- 
porate savings, partly concealed in reserves, freed corporate enterprise from 
continuous resort to the pool of individual savings, with the result that continued 
unbalance in the budget was an essential condition to reasonably full employment. 

Dr. Moulton analyzes the underlying assumptions of this school of thought 
and concludes that they are either erroneous or unrealistic. He vigorously con- 
demns, and rightly so, the view that a huge public debt will exert no restrictionist 
consequences because the costs of debt service represent an equal amount of 
income to the community. It is true that the amount Peter surrenders in taxes 
to service the debt, Paul receives in interest income, but it is obvious nonsense 
to argue that the spirit of enterprise of either party is unaffected by this process 
of income distribution. The author therefore defends the orthodox view that 
indefinitely prolonged unbalance in the budget will lead to unbearable taxation, 
a decreased rate of private investment, and ultimate resort to inflation as the 
avenue of financial escape. 

While Dr. Moulton has for expositional purposes drawn the position of the 
spending school in sharp and bold outlines, with delicate shadings sometimes 
omitted, he has given us an excellent survey of the major issues. The case for 
the orthodox position might have been somewhat better buttressed if the author 
had emphasized the fact that the usual remedies for unproductive private debt 
through the processes of receivership and reorganization are not available for 
the national debt, and hence resort to inflation as the escape device becomes 
inevitable. The effect of the debt and consequent tax structure on private 
investment might have been elaborated despite the fact that these issues are 
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more adequately treated in the author’s earlier study of “Capital Expansion, 
Employment and Economic Stability.” 
University of North Carolina ’ Joun B. WoosLey 


Economic Equilibrium, Employment and Natural Resources. By L. R. Nien- 
staedt. Bloomington, Ind., The Principia Press, Inc. Pp. 412. $4.00. 

The author of this work is a metallurgical engineer, and his professional back- 
ground without doubt accounts for the physiocratic and technocratic bias of his 
economic philosophy. The work undertakes to develop a theory of relationships 
between certain economic aggregates in a competitive economy. These rela- 
tionships are stated in terms of physical units rather than in money values. 
Moreover, the underlying theory itself avoids price considerations almost en- 
tirely. In effect the author offers a physico-economic theory of the behavior of 
certain variables such as total production, crop production, total man hours, etc. 

A central concept of the analysis is the harvest ratio, which is said to be a 
natural constant, and is defined as the total number of hours in a year divided 
by the number of hours in the “harvest period” for the given climate. For tem- 
perate zones the author evaluates this ratio as 8,766/1,100, or approximately 
eight. The food equivalent is the ratio of the total harvest, H, to the population, 
P; and this ratio is also treated as a natural constant for a given environment. 
Its normal value is the amount of food necessary to keep one person alive for a 
year. The harvest quota is the amount of food necessary to keep all full time 
producers alive one year. It is equal to MH/P, where M is the number of full 
time workers. 

The absolute value of all goods produced is said to be the harvest quota. Hence 
the absolute value of an average unit of goods is given by MH/PQ, where Q is 
the total production of goods. The physiocratic bias at this point is very 
noticeable. One is tempted to ask, is not fuel necessary to life in the north tem- 
perate zone as well as food? Could the enormous production of an industrialized 
society be maintained without the use of such non-alimentary items as shelter 
and clothing, etc.? 

The total volume of production of all goods is measured by accumulating the 
tonnage of raw materials utilized in their production, irrespective of price. Here 
the technocratic bias enters the picture because of the assumption that values 
are proportional to weight. 

Table 3 (p. 222) is introduced in support of certain theories. The total ton- 
nage of raw materials consumed in the United States is shown by years from 1880 
to 1929. These data do not measure total production even approximately if the 
index of industrial production published by Standard Statistics, Inc. is correct. 
Standard’s index shows an increase in production of 1,143% from 1884 to 1929; 
whereas the raw materials index shown in Table 3 increased only 222% in the 
same interval of time. Of course, the Standard index does not include fooa 
crops, an omission which accounts for some of the difference. But the larger 
part of the difference in relative rate of growth is explained by the fact that the 
number of stages of industrial production was slowly increasing in the half- 
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century in question. Therefore, as time goes on, a given amount of raw mate- 
rial is exchanged (in different forms) more often, and is counted more often as 
an item of production. The author is on very dubious grounds when he sub- 
stitutes consumption of raw materials for total production, Q. 

Perhaps the most important conclusion of the book is that the ratio of total 
production to total harvest cannot exceed the value of eight in this country 
without a breakdown of the economic organization (p. 95); the reason being 
that the harvest ratio has a normal value of eight. It is easy to see that if the 
man-hours used in non-agricultural pursuits are seven times as many as those 
consumed on the farm, while the product of industry is nine or ten times as 
great in the one case as the other, then an hour of labor is worth more in manu- 
facturing than in farming. In such case one might expect an exodus of labor 
from farms; but Nienstaedt concludes equilibrium would tend to be restored by 
displacement of workers in both industry and agriculture (p. 97). This means 
unemployment and economic disorganization. Table 3 shows that the ratio of 
Q to H in the United States reached a value of about eight for the first time in 
1929. Hence came the Great Depression. 

One must charge the author with another naive use (or misuse) of statistics 
in Table 4, (p. 226) wherein he shows data to support the view that the harvest 
ratio is equal to the ratio of national income to currency in circulation. Here 
he has apparently reproduced a series labeled “currency in circulation” in govern- 
ment reports, without comprehending that the economic significance of this 
series changed considerably while the label was retained. The average ratio of 
national income to this series turns out to be 10.90 (for the years 1880, ’90, and 
1900) after the series has been adjusted to make it mean more nearly what it 
seems to mean. The average ratio quoted by Nienstaedt is 7.81 for these years, 
a figure more nearly in agreement with his theory. 

While these comments have been largely critical, the reviewer found the book 
very interesting and thought-provoking. 

University of Florida Montcomery D. ANDERSON 


The Movement of Factory Workers. By Charles A. Myers and W. Rupert Mac- 
laurin. New York: John Wiley & Sons, Inc., 1943. Pp. vii, 111. $1.50. 
In 1938 the Industrial Relations Section of the Massachusetts Institute of 

Technology undertook to make a study of the interactions of the demand and 

supply of labor in a medium-sized industrial community of Massachusetts. This 

study resulted in this small, thought-provoking monograph which has as its 
expressed purpose to find the answer to these questions :‘‘ How much inter-factory 
movement took place within the community (during 1937-39 and 1942)? What 
was the nature of the movement? Who were the people who moved? What 
were the principal barriers to movement between local firms? Did the move- 
ment of workers fulfill its functions of (a) equalizing wages and other conditions 
of work for comparable jobs? (b) distributing labor where the need was greatest? 
and (c) enabling workers to better themselves and to learn new occupations?” 
The authors have pointed out several limitations to their study, such as inade- 
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quate personnel records, workers who moved from the community or whose 
contacts were otherwise lost to the study, those “who took non-factory jobs or 
were unemployed after leaving the factory, those who remained with one em- 
ployer after entering the manufacturing labor market late in 1937, ’38, ’39, and 
those who were not employed at any time during the period in the principal 
manufacturing firms.” Their major analysis was concentrated about the experi- 
ence of some “1,500 workers who moved between the principal manufacturing and 
public utility firms in the community during 1937, ’38, ’39.” The authors have 
maintained a very objective viewpoint throughout their interpretation of the 
data and have made no expansive claims as to the import of their findings. 
Their conclusions seem to be justified by the results obtained from the investiga- 
tion. They have found that: (1) “Only a small proportion of the total move- 
ment of workers during 1937-39 took place between the principal factories of the 
community.” (2) Moves were approximately 30 per cent voluntary and 70 
per cent due to layoffs and discharges. (3) ‘There was a strong tendency for 
workers to move between industries and firms located in the same neighborhood.” 
(4) Both forced and voluntary movements were primarily among young, short- 
service, low-paid workers and more frequently among women. (5) There were 
important barriers to free movement on both the demand and the supply side. 
Employers’ and gentlemen’s agreements were the main demand barriers. (6) Non- 
competitive practices on the supply side were such things as home ties, knowledge 
of vacancies coming mainly through friends and relatives, ‘‘the absence of effec- 
tive vocational guidance by schools and the public employment service.” (7) 
‘‘Movement of lower-wage to higher-wage firms was largely ineffective in reduc- 
ing differentials in rates for comparable jobs. These were influenced more by 
‘minimum-wage orders and pressure of unions’.” (8) “Low-wage firms gen- 
erally did not compensate for their poorer rates by providing better working 
conditions, welfare plans, or good ‘informal-relations’.” (9) “Because of various 
barriers to movement, the high-wage expanding firms probably did not succeed 
in getting the best working force that could be obtained.” (10) “Movement 
between the principal factories was not successful in giving workers an oppor- 
tunity to utilize their capacities and abilities as effectively as possible. There 
was some benefit from greater occupational versatility, but the opportunity to 
move by choice was open only to a very small percentage of the total factory 
labor force.” 

In 1942 the community under study had begun to feel the impact of the war 
economy. The authors returned and interviewed all of the firms still in business 
for the purpose of comparing the data of the 1937-39 period in which there was 
a good bit of unemployment with that of 1942. They found the following 
contrasts: 

(1) “There was a stronger tendency for workers to move from the lower-wage 
to higher-wage firms.” ' (2) ‘‘The attraction of war jobs with better wages was 
overcoming somewhat the attachment of workers to neighborhood firms and 
industries.” (3) There was a great willingness of workers to move voluntarily. 
(4) The gentlemen’s agreements were breaking down between war and non-war 
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plants. (5) “Labor shortages in particular occupations had forced employers 
to turn increasingly to the public Employment Service, and the Service was 
measuring up to its greater responsibilities.” 

The authors conclude their treatise with some “Suggestions for the Future” 
in which they indicate that the undesirable labor conditions and inequalities 
between jobs and abilities can be more nearly corrected by government action 
and the broadening of collective bargaining than by voluntary movement of 
labor and the operation of economic forces. The authors suggest that industry 
will profit from improved personnel procedures and practices, through an im- 
provement of and greater use of the Employment Service and through better 
vocational guidance by schools and the Employment Service. They conclude 
that all of the recommended practices will be of little permanent value unless 
something can be done to curb or eliminate the periodic depressions and the 
threat of insecurity which dominates the workers’ lives. 

The reviewer finds no ground for disagreement with either the method used in 
the study or the conclusions derived. This study is a step in the right direction 
and should stimulate others to make similar studies where conditions are favor- 
able. The treatment is a concise statement of the results of the investigations and 
happily is devoid of such opinionated interpretations as often result from similar 
studies. The authors might have cautioned their readers against the common 
error of taking a well established fact based on specific data and enlarging it into 
a broad generalization or statement of principle. This study should add to the 
reader’s understanding of the problem before the economist, the government 
and industry, in their attempts to solve economic problems as they are related 
to industrial relations. 

North Carolina State College T. W. Woop 
University of North Carolina 


Theodore Roosevelt and Labor in New York State, 1880-1900. By Howard Law- 
rence Hurwitz. New York: Columbia University Press, 1943. Pp. 316. 
$3.75. 

This book is a history of the political career of Theodore Roosevelt in New 
York with the main emphasis on his attitude at various stages of his career to- 
ward labor legislation and organized labor. During the period covered by the 
study organized labor in New York emerged as a powerful factor to be reckoned 
with by all persons seeking political office. Since Roosevelt found it necessary to 
deal with labor problems while holding various offices in the state, the book 
contains interesting information concerning the growth of the labor movement 
in New York as well as the development of labor legislation. 

Most of the leading men of his day considered Roosevelt a dangerous liberal. 
However, the author shows that while he was from the beginning of his political 
career interested in bettering the conditions of the underprivileged and the vic- 
tims of the sweatshop, he was by no means a friend of the labor movement. He 
sought to keep on good terms with labor leaders but his readiness at all times to 
use troops in labor disturbances caused labor leaders to doubt his sincerity. By 
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the time he became governor of New York he came to recognize that trade 
unions were necessary to the improvement of the working classes, but he could 
not tolerate the weapons used by unions to accomplish their desired ends since 
their use too often led to violence. Roosevelt considered violence in society a 
challenge to the state, and believed that under all conditions a threat to the 
state should be curbed by the use of troops. He often used the police and 
troops to break strikes that were accompanied by violence. 

In the field of labor legislation and social reform Roosevelt worked more closely 
with organized labor. While governor of the state he succeeded in placing on 
the statute books numerous labor laws and a franchise tax which placed a more 
equitable share of the tax burden on large corporations. He also sought to have 
the labor laws of the state more effectively enforced. 

The book is well written and especially well documented. Most of the mate- 
rial was gathered from original sources. 

University of Virginia GrorceE T. STARNES 


Introductory Economics. By George T. Brown. New York: D. Appleton- 

Century Co., 1942. Pp. vii, 190. 

Examinations in elementary economics are apt to disclose that even serious 
students contrive to amass much information without obtaining any real insight 
into the nature of the study. Lectures, discussions and collateral readings re- 
main unconnected segments of an ill-defined mass of data. Teachers have 
striven to cope with the situation by dictating notes and outlines. Students have 
frequent recourse to study aids before the examination. Introductory Economics 
is intended to furnish the student with a carefully prepared streamlined presenta- 
tion to be used during the period of instruction. It is designed to relieve the 
teacher of the burden of much dictation and to encourage the student to realize 
the relationship of each week’s discussion to the development of an understand- 
ing of basic principles. 

The author believes that the study of economic policy should follow the investi- 
gation of economic principles. Economic policy involves a choice of goals and 
objectives that is in turn conditioned by an individual’s social philosophy. Com- 
bination of analysis and interest in policy “will convert the economist from a 
living recorder of human intelligence and human stupidity into a dynamic factor 
in the shaping of man’s economic behavior.” (p. 21) 

The organization of the volume follows the classical divisions of production, 
exchange, distribution and consumption. ‘The definition of distribution as a 
matter of value determination has led economists to consider distribution as 
simply a part of the general subject of economic value.” (p. 23) “One of the 
outstanding characteristics of the outline is the emphasis placed upon the imper- 
fect nature of competition in our modern economy.” (p.3) The general treat- 
ment of topics follows what may be called the middle-of-the-road school of 
modern economists. 

The employment of outlines as introductions to the various chapters enables 
the reader to benefit from the excellent summaries that follow. Every attempt 
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has been made to enable the student to build rather than to memorize. It is 
strange, however, not to be able to find definitions of wealth, free goods, and 
economic goods in a volume on introductory economics. 

Introductory Economics will be of inestimable value to a serious student who 
is temporarily overwhelmed by the immensity of the field of a new subject. It 
will enable him to comprehend the significance of much of his readings and to 
develop an empirical economic theory. While comparison of conflicting posi- 
tions is stimulating, it is futile to expect beginners to make decisions on points 
that baffle experts. The aim of an introductory course should be to give the 
student familiarity with methods of economic investigation and a readiness to 
subject beliefs to the test of experience. Introductory Economics can be em- 
ployed in the development of attitudes and ideas to be tried and tested by more 
advanced studies. 

University of Virginia D. Ciark HypE 


The Advancement of Science, Vol. II, No.7. Published by the British Associa- 
tion for the Advancement of Science, London, October 1942. Pp. xvi, 96. 
Five Shillings. 

This issue of The Advancement of Science reports the proceedings of a conference 
held July 24-25, 1942, whose topic for consideration was “Mineral Resources 
and the Atlantic Charter.” The purpose of this conference was to discuss 
mineral resources in connection with the promise held out by the fourth clause 
of the Atlantic Charter that “they will endeavor, with due respect for their 
existing obligations, to further enjoyment by all States, great or small, victor or 
vanquished, of access, on equal terms, to the trade and to the raw materials of 
the world which are necessary for their economic prosperity.” 

A wide range of topics was discussed including the following: the geological 
aspects of mineral formation and location; the influence of minerals on the loca- 
tion of industries; the location, production, consumption, and place in the post- 
war situation of certain metals, e.g. tin, nickel, and aluminum; minerals from 
the sea; and the mineral resources of the U. 8.8. R. The article on the last- 
mentioned subject furnishes a useful inventory of minerals in Russia. The 
article concerning Minerals from the Sea is stimulating and iliustrates well the 
dynamic nature of resources. 

The location of mineral deposits is clearly the result of geological processes 
which have scattered minerals widely. Consequently we find today that no 
nation is self-sufficient in minerals. For example the so-called ‘“‘key metals,” 
chromium, manganese, nickel, tungsten, etc., which are used primarily in al- 
loying steel, are in general not located in the countries containing the major iron 
deposits. These key metals, though they are used in small amounts, are essential 
in building up a modern war machine. For example, without nickel it would be 
impossible to make the tough steel needed for plate for tanks. Is it possible to 
prevent war by controlling the flow of key metals to possible aggressors? One 
speaker advanced the idea that the British Commonwealth, the United States, 
and Russia, if they so decided, could control the armaments’ manufacture of 
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possible belligerent countries so as to make it impossible for them ever to go to 
war again. This would require not only quantitative control but also some 
degree of supervision over the use of these metals in manufacturing within coun- 
tries. Such action would also require among the three major allies an unprece- 
dented degree of good faith and co-operation. 

A few of the speakers implied that equal access could be assured by the re- 
moval of tariffs and other trade barriers; others specifically advocated some form 
of wide-spread planning of production, distribution, and consumption of minerals 
in the world. The “equal access’’ of the former is probably more apparent than 
real. A university professor and Mr. Vanderbilt theoretically have equal access 
to yachts in the market. Equal accessibility of course does not exist. The free 
access advocated by some of the speakers appears to be of this nature. In its 
concluding resolution, the conference merely recommended the establishment of 
an International Resources Organization, to act as a fact-finding and advisory 
body for governments. 

Resource economists, teachers of international trade and international eco- 
nomic relations, and those interested in postwar economic planning will find 
in this issue much useful factual material and the issues involved in world eco- 
nomic planning interestingly presented. They will find themselves challenged 
by this question: “Is it possible to establish a form of international control over 
minerals which will not only prevent future world wars but will actively promote 
world prosperity?” 

University of North Carolina Harotp Emerson Kiontz 


The World Coffee Economy with Special Reference to Control Schemes. By V. D. 
Wickizer. Stanford University, California: Food Research. Institute, 1943. 
Pp. x, 258. $3.00. 

The importance of coffee in world trade, and especially in the export trade of 
several Latin-American countries and in the import trade of the United States, 
has long been familiar. Of greater significance to the student of international 
economics has been the fact that Brazil presented one of the earliest modern 
cases of an effort, on the part of a single national government, to stabilize prices 
in the world market for its chief product, though with a varying and at times very 
limited degree of success. This problem has recently taken on new interest, with 
the signing and operation of the Inter-American Coffee Agreement of 1940, 
which became one of the major examples of what are nowadays called inter- 
national commodity agreements. Mr. Wickizer, with experience in both eco- 
nomics and the coffee business, under the auspices of the Food Research Insti- 
tute, covers all aspects of this problem competently and in such a way as to 
make a contribution to this sector of the field of international economics. 

On the basis of a comprehensive, thorough, and detailed examination of coffee 
production, trade, prices, and manipulation, the author examines impartially 
the various earlier Brazilian “valorization” and “coffee defense” schemes, and 
the provisions and workings of the new agreement whereby the United States 
“lends a hand” to its coffee-growing neighbors. His appraisal is thoughtful 
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and well balanced. But he warns against the idea that some hold, that this 
agreement will be a model for many similar cases in the postwar period. Some of 
the reasons that this may not prove feasible are: (1) the fact that the present 
arrangement involves United States subsidization of Latin-American neighbors; 
(2) that, accordingly, this burden, both direct and indirect, upon the public in 
the United States may not be permanently borne with complete resignation; (3) 
that the political motives involved may not continue in full force; (4) that after 
the war European markets for coffee will reopen, thus lessening the importance 
of the United States as the benevolent chief purchaser; (5) that production may 
develop in new areas; and (6) that the present agreement scarcely provides ulti- 
mate consumer representation, in the full sense. Although the study is ob- 
jective, it suggests once more the basic difficulties in such world-market controls, 
which, with their commendable tendency toward stabilization combine two un- 
desirable features—features not too long ago vigorously combated by the United 
States Government: the danger of creating artificial prices at the expense of the 
consumer country, and of preserving artificially the production of major com- 
modities at cost above the point of effective world demand. 

The George Washington University JOHN DONALDSON 


French Predecessors of Malthus, A Study in Eighteenth-Century Wage and Popula- 
tion Theory. By Joseph J. Spengler. Durham, N. C.: Duke University 
Press, 1942. Pp. ix, 398. $4.50. 

It is impossible adequately to review a book such as this one. It is in itself a 
detuiled review, and a very competent one, of the theories of at least one-hundred 
French thinkers of the eighteenth century, predecessors of Malthus. Any 
attempt, therefore, to give more than a brief description of the contents of this 
book would be a futile use of time and printing materials. All those who are 
really interested in the subject matter treated in the book will desire to read it; 
those who are not would not profit from what might be said in a review. 

There are altogether nine chapters. Chapter I is devoted to the pre-eighteenth- 
century French writers, of whom Bodin is perhaps the most important. The 
writers treated in this category formulated of course no systematic theory of 
economics or of any other of the social forces. They were concerned principally 
with the problem of population growth and how it might be promoted. The 
burden of their criticism was for the most part directed toward the defects such 
as they thought existed in the policies of the Ancient Regime. Their theories 
sometimes supported agricultural as opposed to mercantilistic philosophy; some 
preferred mercantilistic to non-mercantilistic policy. Such criticism was es- 
pecially noticeable in the last quarter of the seventeenth century. 

Chapters II and III present the views of “the neomercantilists, the agrarians, 
and the repopulationists.”” Representative of this group of thinkers are Melon, 
John Law and Goudar, varying in their opinions concerning the importance. to 
the State of the quantity and quality of the population and of the influence of 
mercantilistic and non-mercantilistic forces in determining the quantity and 
quality desired. 
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Chapter IV has to do with the important ideas of Cantillon, who although a 
Scotchman, nevertheless wrote in French. Of all the eighteenth-century writers 
whose writings antedate the Wealth of Nations, Cantillon came nearer to the 
development of a system of economic philosophy than any other. Professor 
Spengler’s treatment of Cantillon is therefore one of the most important con- 
tained in his book. As pointed out by the author, in the last half of the 
eighteenth century social thought, at least with respect to the thought of a few, 
came to be more schematic. Population and wage theory came to be a consistent 
and integral part of economic and political theory. Cantillon seems to have 
understood something of the economic law of diminishing returns, especially as 
it applies to the exploitation of natural resources and consequently as it acts as 
a limitation on population and the wage rate. Cantillon’s view of luxury served 
as an effective corrective of the erroneous views of the physiocrats and other 
writers on this subject, especially as it relates to population growth and the 
standard of living for the masses. Turgot also came near to an understanding 
of the law of population and its relationship to the law of marginal productivity 
as later developed by Malthus. The author deals effectively with Turgot in 
Chapter VII, devoted to the nonphysiocratic economists, although Turgot is 
usually classed as a Physiocrat. Cantillon and Turgot best represent the trend 
toward systemization in thought as it developed in the last half of the 
eighteenth century and are so represented by the author. 

The Physiocrats are treated in Chapter V. And, as would be expected, they 
represented the produit net and the bon prix as the most important forces favor- 
able to population growth. They did, however, as shown by the author, have 
some vague idea of the restriction in population growth which limited natural 
resources produced, but they seem to have thought that France would not for 
hundreds of years reach that limit. As to population growth, the Physiocrats, 
consistent with their theory of the sterile, or non-productive classes of society, 
thought that mere numbers were not important to a state, but only that part of 
the population that contributed something to accumulated wealth or capital 
that is to be re-invested in agriculture. They thought, as shown by the author, 
that the optimum population could be achieved only by following a policy of 
laissez-faire in trade and agriculture and by living in accordance with the laws 
of the natural order. They did believe, however, that population might be 
stimulated and the condition of the poor bettered by placing all taxes on the 
produit net. Something of a wage-bund doctrine is found in their belief that 
wages and employment depended in large part on the amount of accumulated 
capital destined for investment in agriculture. 

Chapter VI has to do with the more important of the eighteenth century 
philosophers, among whom are Montesquieu, Voltaire, Rousseau, Diderot, 
Condorcet. Generally the philosophers presented a great variety of theories 
as to the various aspects of demography, but it is not possible to discuss those 
theories in detail here. The philosophers were for the most part more optimistic 
with respect to progress than their English confréres. Some were institution- 
alists in their thought; others tended more to place emphasis on biological law, 
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while still others emphasized economic forces. Montesquieu is one of the best 
examples of the institutionalists but he was only mildly optimistic. The Abbé 
Saint-Pierre and Condorcet were optimists, believing that the solution of popu- 
lation problems depended almost solely upon the perfection of human institu- 
tions. Buffon represents those who approach the problem through a study of 
biological science. 

Chapters VII and VIII are devoted to the ‘““Nonphysiocratic’’ and “Extreme 
Anti-physiocratic” economists. Chapter IX contains conclusions and inter- 
pretations. . 

In conclusion and speaking generally of Professor Spengler’s work, this re- 
viewer was impressed by the wealth of documentary reference material cited; 
the excellent organization; and the effective, simple style employed. The author 
has done an enormous amount of research in order to make this book possible. 
Its principal value is found in the fact that it makes available in convenient form 
a wealth of social philosophy from many sources which otherwise might not have 
been available. 

The printing is excellent, the price ($4.50), excusable. 

University of Florida Joun G. ELDRIDGE 


The Rise of American Economic Life. By Arthur Cecil Bining. New York: 

Charles Scribner’s Sons, 1943. Pp. xii, 732. $4.00. 

Dr. Bining divides his excellent book into four periods: the Colonial Era, 
Industrial Growth, Economic Expansion, and the Machine Age. For his first 
period he discusses in five chapters the economic awakening of Medieval Europe, 
the beginning of a new society, and colonial agriculture, industries, manufactures, 
and commerce. He devotes nine chapters to his next period, beginning it with 
the American Revolution and closing it with the Civil War. The intervening 
chapters give the rise of a new nation, the westward movement, transportation 
and communication, industrial changes, agriculture, commerce, and banking 
and finance. The third period discusses in ten chapters the rise of large-scale 
industrial enterprise, industrial consolidation and regulation, the organization 
of labor, the settlement of the Far West, the agrarian movement, conservation of 
natural resources, the rise of a New South, transportation, finance, and im- 
perialistic ventures. The last period begins with the First World War and ends 
with the Second World War. The three intervening chapters are entitled: 
“‘The Machine Comes of Age,” ‘“The United States in a World-Wide Depres- 
sion,’ and “Economic Activities of the New Deal.” 

The first and fourth periods are of nearly equal length and the second and 
third divisions, constituting slightly more than three-fifths of the content, are 
also of approximately the same length. The amount of space devoted to each 
division is about right in the opinion of the reviewer. The book has an abun- 
dance of good maps, graphs, and other illustrations. The maps number thirty- 
one, the graphs and charts number fifty-one, and the other illustrations total 
ninety-three. Another excellent feature of the text is a good bibliography for 
each chapter, suggestions for further reading being made under the various 
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topics discussed in the chapter. An analytical index adds to the value of 
the book. 

Anyone can find fault with a textbook, and every reviewer, according to most 
people, is supposed to do so. Some people will think that Dr. Bining’s first 
chapter is too ambitious in coverage. Others will think that some of the chapters 
are too brief on labor, commercial growth, or some other topic. Still other 
teachers will think that the forty years of our history from 1775 to 1815 deserve 
more attention than they receive. Some people will question statements, for 
instance, the comparison of the Molasses Act of 1733 and the Sugar Act of 1764 
(p. 124). Others may accuse the author of unnecessary sarcasm, for some state- 
ments, notably (p. 618): “(Meantime the presidential election took place. Of 
those who went to the polls almost 23,000,000 cast their vote for a New Deal, 
although nearly 16,000,000 apparently less affected, voted for Hoover.” Still 
others may question grammar (p. 644). 

The reviewer, nonetheless, believes that Dr. Bining has done an excellent job 
under difficult conditions. His style is readable; his explanation of obscure 
word phrases and customs is commendable and his organization is good. The 
publishers, too, deserve praise for their attractive and accurate mechanical work. 

University of Kentucky Wa tter W. JENNINGS 


The Free Produce Movement. A Quaker Protest Against Slavery. By Ruth 
Ketring Nuermberger. (Historical Papers of the Trinity College Historical 
Society, Series XXV. Durham: Duke University Press. 1942. Pp. ix, 
147.) 

This monograph is an objective, well-documented presentation of a minor 
phase of the abolition movement which has escaped the notice, if not the knowl- 
edge, of virtually all historians except those of Quakerism. Here appears for 
the first time and perhaps in definitive form the continuous factual story of the 
free produce movement, which was an organized effort to boycott goods in whose, 
production slave labor was used. 

In assembling the substantial body of data on this elusive subject, the author 
visited about twenty libraries from New England to California. A twelve-page 
classified bibliography, predominantly of primary sources, in part manuscript 
but chiefly printed, testifies to the obscurity, dispersion and paucity of the source 
materials but also to the fruitfulness of a thorough investigation. 

The free-produce movement is interpreted not only as a rather unsuccessful 
phase of the abolition movement in the broad pattern of nineteenth century 
humanitarian reform but also as a radical minority movement within the con- 
servative Society of Friends which contributed to the socialization and evangeli- 
zation of Quakerism. 

Though never officially sponsored by the Society of Friends, the free-produce 
movement drew its chief support from zealous individual Quakers, mostly simple 
plain people with small financial resources, who believed that it was sinful to 
encourage slavery by using the products of slave labor and that a boycott of 
these products would destroy the institution of slavery. 
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With the formation of the first free-produce society in 1826, the movement 
broadened from individual abstinence to formal organization. Twenty-six 
societies were organized between 1826 and 1856—nine in Pennsylvania, three 
in New York, one in Delaware, three in New England, one in North Carolina, 
and nine in the West. Philadelphia was always the chief center of the organized 
movement. Until 1838 the work was carried on by ten local societies in the 
Pennsylvania-Ohio area, but from 1838 to 1844 the American Free Produce 
Association dominated the movement. After 1845 the slavery controversy 
became more violent in the nation and within the Society of Friends and the 
boycott failed to become a major factor in the abolition crusade. The organized 
boycott of slave-labor goods was thenceforth virtually monopolized by Quakers 
who adopted it ‘‘as the form of anti-slavery protest least objectionable to their 
more conservative fellow-members.” The eleven free-produce associations 
formed from 1845 to 1856 limited their membership to Quakers. The twenty- 
six organizations had a total membership of perhaps fifteen hundred, and as 
many as five thousand persons may have participated in some degree in the boy- 
cott of slave-labor goods. There were in operation at various times a total of 
fifty-three free-produce stores. The movement declined appreciably after 1856. 

The free-produce movement was inadequately supplied with money for lec- 
turers, printed propaganda, the systematic search for supplies of free-labor 
products, and the purchase and processing of the products. It was difficult 
and costly to segregate free-labur and slave-labor products in the economic 
processes of production, manufacturing and distribution. Chapters on ‘The 
Search for Free-Labor Products” and “George W. Taylor and His Work”’ are of 
chief interest to economists. Taylor operated a free-produce store in Phila- 
delphia from 1847 to 1867, sought supplies of free-labor products, made special 
arrangements for the manufacture of cotton, and finally established a textile 
mill. The account of his work is based on a manuscript collection of his letters, 
papers and letter-books. 

Obviously the free-produce movement had only limited influence and success. 
Its very existence represents a minor triumph of sentiment over economics; its 
failure represents a more normal and significant triumph of economics over senti- 
ment. The luxury of using only cotton, tobacco, sugar, coffee and rice produced 
by free labor was so downright expensive and inconvenient as to be beyond the 
reach of all except the ultra-conscientious few. 

University of North Carolina A. R. NEWSOME 
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ALABAMA 


Economic activity in Alabama after experiencing a period of rapid expansion 
for the past several years appears to be leveling off onto a high plateau, where 
it may be expected to remain until post-war adjustments become necessary. 
Although several new plants are being constructed in the State, the cancellation 
of war contracts has already begun. Production indexes as computed by the 
Bureau of Business Research of the University of Alabama, have tended to 
register small declines during the first three quarters of 1943 as compared with 
the same period of a year ago. This was true of the production of coal, coke, 
steel, cement and cotton cloth. However, construction showed a sharp decline 
while electric-energy consumption for industrial purposes continued to rise. 
Production for the last quarter of the year will necessarily fall somewhat below 
normal, for work stoppages in the coal mines have already caused several blast 
furnaces to close down and other industries similarly affected to curtail their 
operations. 

Indexes of business activity reflecting price changes have run well above those 
computed on the basis of volume. However, the increase in the dollar value of 
sales is considerably greater than the increase in prices alone during the past 
several years. A larger population and a substantial gain in per-capita income 
has served to increase sales and financial activities in all the main categories 
for which statistics are available. Bank debits, life insurance, fertilizer sales, 
sales of department stores and retail sales. of independent stores have all shown 
gains of from ten to twenty per cent above those of the first three quarters of a year 
ago. Surplus purchasing power is being employed to bid up the prices of real 
estate and of secondhand equipment of many kinds. Gasoline sales and savings 
and loan-association mortage loans, as might be supposed, are showing on the 
contrary a perceptible decline. 

A critical labor shortage in all the leading industrial sections of the State con- 
stitutes one of the most unusual phenomena of the present period. Alabama 
normally has a surplus of labor, especially of the unskilled variety, and must 
necessarily lose large numbers to other parts of the country. During the first 
three quarters of this year, U. 8. Employment Service placements have been 
well above those of a year ago, and ‘‘Help Wanted”’ signs are appearing at factory 
gates for the first time in many years. A disappointing feature of this situation 
is the apparent lack of interest of employees in the training programs provided 
for industrial workers. Both the vocational education and the engineering, 
science, and management war-training programs have had to curtail sharply 
their activities because of a pronounced lack of interest and qualified trainees. 
Colleges and universities having lost the greater part of their regular student 
bodies are devoting their facilities to the training needs of the armed forces. 
Plans are already being made to provide rehabilitation training and other educa- 
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tion for returning soldiers and sailors and for others who must re-train for peace- 
time occupations. 
University of Alabama E. H. ANDERSON 


NORTH CAROLINA 


Activity in the war industries of North Carolina is beginning to level off at 
the end of the third quarter of 1943. Other economic activity showed a slight 
decrease over the preceding period. Electric power production reached an all- 
time high in August but tended to level off in September. This is a good indica- 
tion of what is taking place in war-manufacturing industries. Bank debits in 
the nine largest cities of the state rose slightly during the period. Cotton con- 
sumption, which reached an all-time high during April, decreased during May, 
June and July, but regained some of the loss during September and August. 
There has been a slight downward trend in non-agricultural employment during 
the period, due largely to selective service, migration, or return to farms. The 
latter is a result of the favorable treatment of essential farm labor by the selective 
service. Department store sales continued at a very high level but declined 
slightly during September. Department store inventories have held up re- 
markably well, taking everything into consideration, and were only about 6 
per cent below the level of a year ago. Wholesale trade in five lines has continued 
generally downward since February particularly in hardware and shoe sales. 
Building contract awards were approximately 81 per cent lower in August than 
they were in the same month of 1942 and were 22 per cent lower for the first 
eight months of this year as compared with last year. Cigarette production 
continued to rise slowly and was about 8 per cent higher for the first nine months 
of 1943 than for the same period of 1942. Figures for lumber, ship building, and 
other war industries are not available, but indications are that they are at ca- 
pacity production. Rayon yarn and staple fiber shipments remained well above 
the figure for 1942 but tended to decrease during the period. 


* * * * * 


Harvesting conditions were not so favorable for the tobacco crops but have 
been very good for cotton and other crops. It is too early to give final figures 
for crop results but indications are that farm incomes will show another in- 
crease this year. Farmers have concentrated more on crops necessary for the 
war effort. There has been an increase in the total acreage and at the same time 
part of the land usually used to grow cotton and tobacco has been used to produce 
food and feed crops. The farmer has had to contend with several unfavorable 
conditions during this crop year. These include shortages in labor, tools, ma-. 
chinery, proper types of fertilizer and the poor timing of fertilizer receipts, higher 
wages for labor; automobile, truck, gas, and tire shortages, shortages in batteries, 
flashlights, containers of all kinds, and the inability to get repairs promptly and 
efficiently. Prices for farm products have reached a 23-year high but increases 
in cost items may hold the net farm income to small increases over the crop 
season of last year. One specific item of importance is the tendency for farmers 
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to sell their milk and cream rather than convert it into butter. Farm wages are 
up approximately 100 per cent over pre-war levels. While the tobacco crop is 
less than it was last year, the price is up 76 cents per hundred pounds to an 
average of $39.34. 


* * * * * 


Employment in manufacturing, which includes the bulk of non-agricultural 
labor in North Carolina, declined approximately 2.3 per cent during the third 
quarter of 1943. There was an increase of about 3.3 per cent in non-manu- 
facturing employment with a net result of about a 2 per cent decline in total 
employment. In manufacturing, payrolls declined 1.3 per cent, average weekly 
earnings increased 1.3 per cent, weekly hours declined .2 per cent but the average 
hourly wage rate increased about 2 per cent. Payrolls in non-manufacturing 
rose 2.6 per cent, average weekly earnings decreased .7 per cent, weekly hours 
- decreased 2.1 per cent, but average hourly wages rose 1.4 per cent. The totals 
for manufacturing and non-manufacturing show that payrolls decreased 1.1 
per cent, weekly earnings rose 1 per cent, weekly hours declined .2 per cent with 
a net increase of 1.6 per cent in the average hourly wage rate. The State De- 
partment of Labor reports the following specific rates at the close of September: 
pulp mills 90.2 cents (per hr.); printing and publishing, 87; full-fashioned hosiery, 
73.4; tobacco products, 72.9; woolen mills, 62.4; rayon, 60.3; dyeing and finishing, 
58.3; cotton textiles, 57.5; seamless hosiery, 55.6; furniture, 54.4; flat knit goods, 
52.5; fertilizer, 51.6; lumber, 50.9; paper boxes, 50.3; brick, tile, and terra cotta, 
50.1; and cotton seed oil, 43.9. Wage rates in non-manufacturing enterprises 
ranged from 78.3 cents in wholesale trade to 27.4 cents in hotels. The number 
of permits to children issued by the Labor Department declined during all three 
months of the third period. The number of permits issued since Pearl Harbor 
totals 81,773 through September. Of these 14,212 were issued during the third 
quarter. These permits run about 70 per cent for manufacturing and construc- 
tion, and 30 per cent for non-manufacturing; about 60 per cent boys and 40 
per cent girls. 

Industrial committees operating under the Wage and Hour Law have recom- 
mended a 40-cents-an-hour minimum for the Communication, Utilities, and 
Miscellaneous Transportation Industries. If the recommendations are put into 
effect by the administrator of the law, all industries covered by the law will have 
reached the statutory minimum almost two years before the date set by the law, 
October 24, 1945. There are some firms, however, who are not meeting the 
requirements of the law especially as regards wage rates and overtime payments. 
The inspections under the Wage and Hour Law and the Public Contracts Act 
during August and September showed that out of 261 firms inspected, 52 firms 
were violating either the overtime or rate provisions or both. The violators were 
required to pay $35,415, in restitution payments. 


* * * * * 


Public revenues in the State of North Carolina continued to rise during the 
third quarter of 1943. The Revenue Division reported an increase in tax receipts 
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and miscellaneous income of $1,263,646.94 or 9.52 per cent for the three months 
ending September 30 of 1943 as compared with the same period of 1942. The 
Gasoline Division reported a decrease of $547,947.95 or 8.74 per cent. These 
two sources provided a net increase of $715,698.99 or 3.66 per cent. The De- 
partment of Motor Vehicles reported an increase of $102,657.76 or 14.71 per cent 
from auto licenses, drivers’ licenses, title fees, and bus and franchise collections. 
North Carolina State College T. W. Woop 
University of North Carolina 


TENNESSEE 


Unemployment reserves have reached a total of approximately $45,000,000 as 
announced by State Labor Commissioner 8S. E. Bryant in his report for the fiscal 
year ending June 30. There are some 650,000 workers eligible for unemploy- 
ment benefits now as compared with 292,000 in January, 1940. Wages in, 
covered employment for the first quarter of 1943 totaled $165,878,699 as com- 
pared with $74,406,902 for the same period of 1940. Payments have declined 
as employment has increased during the past three years. For September, 
1943, the payments amounted to only $146,056, the lowest payments for any 
month since the beginning of the program. These figures emphasize the con- 
tinuing high level of employment and industrial activity throughout the state. 

The housing shortage, resulting from expanded war production in the Knox- 
ville area, is being met through a projected $10,000,000 home-building program 
recently announced by the National Housing Agency. It is estimated that this 
program will provide some 3000 additional war-housing accommodations through 
the construction of 2000 privately financed family dwellings; the conversion of 
some 500 family units through private funds; and the provision of 500 family 
units through the publicly financed conversion of properties to be leased by the 
Government. The heavy influx of workers to areas of the war plants has placed 
severe burdens on local governmental services. This has been a particularly 
difficult problem for school officials and has necessitated the granting of funds 
for school purposes by the Federal government. Anderson County was granted 
some $355,347 and $13,928 has been approved by the Government for the Clinton 
schools. 

Tennessee’s revenues continue to shrink, according to the latest report of the 
Department of Finance and Taxation. Collections for the four months ending 
October 31, 1943, showed a decrease of $478,016, or 2.7 per cent, over the same 
period of 1942. Among those sources showing a decline for this period were the 
following: excise, income, inheritance, gasoline, fuel inspection, beer, motor 
vehicle, and alcohol taxes. Those taxes showing increases include: utility, 
franchise, tobacco, bridge tolls, carbonic gas, privilege, and gross receipts. The 
decrease in gasoline tax collections of $543,499 was by far the largest single 
decline. 

Expenditures for Tennessee from the highway and general funds have shown 
a decrease of some $5,384,468 for the fiscal year ending June 30, 1943, as com- 
pared with the previous year, reports R. Burrell Harris, State Director of Ac- 
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counts. For the fiscal year ending June 30, 1943, these expenditures totaled 
$43,230,853 as compared with $48,615,321 for fiscal 1942. Approximately 
$5,000,000 of this decline in expenditures is attributable to the drop in road 
construction. 

On September 15, 1943, Commissioner James M. McCormack of the State 
Department of Insurance and Banking released his annual report. The De- 
partment’s collections were the largest in its history while its expenses were re- 
duced. Net premium receipts in Tennessee by all companies authorized to 
transact business in the state showed an increase in 1942 of $8,161,633 over those 
for 1941, the 1942 total being $87,056,099. Net claims paid in 1942 totaled 
$28,945,481, a decrease of $408,076 from those paid in 1941. 

The refusal of the Tennessee Supreme Court to rehear a petition for poll-tax 
repeal has left organizations and citizens with two courses in seeking the repeal 
of this tax. These are (1) to persuade the county courts to throw out 
the county’s $1 share of the $2 poll tax and (2) to seek an amendment to the 
state constitution. Already the first course has been successfully sponsored in 
more than 30 counties; the second course is far more difficult since no constitu- 
tional amendment has succeeded in the state. 

The fourth annual session of the Institute of Local Government, sponsored 
by the University of Tennessee, was held at Chattanooga, Tennessee, November 
17th. Mr. Walter W. Heller of the Division of Tax Research, U. 8. Treasury 
Department, discussed the co-ordination of local, state and Federal revenue 
systems. Dr. George S. Wehrwein of the University of Wisconsin, discussed 
county governmental problems and Mr. Frederic Bass of the American Public 
Works Association, discussed the problems of public works and post-war re- 
construction. 

University of Tennessee T. L. Howarp 


VIRGINIA 


Business activity during 1943 continued at a high level in Virginia. Tobacco 
manufacturing reached a new record level of production, and most war plants and 
shipyards operated near capacity. There was, however, a slight overall decline 
in employment in Virginia’s non-agricultural industries, primarily because of a 
reduction in the available labor force, despite the continued large demand for 
workers. Nevertheless, retail trade, as reflected in department store sales in 
Virginia, increased 21 per cent during the first nine months of 1943 over the same 
period in 1942. During September 1943 debits to individual bank accounts in 
eight Virginia cities increased by about 25 per cent above the same month in 1942. 

The harvesting of fall crops progressed fairly satisfactorily in spite of the short 
supply of labor. Although there was a general increase in acreage planted in 
1943, production of most farm crops declined several per cent below the previous 
year’s record yield. Among the important crops in which decreases occurred 
were corn, wheat, apples, and peaches; tobacco production was approximately 
equal to last year; and increases were recorded in peanuts and potatoes. 

The financial condition of the State was further strengthened during the fiscal 
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year ending June 30, 1943. Total revenues for the period were $147,572,308, 
an increase of $15,898,055 over the preceding year, while expenditures amounted 
to $123,820,852, an increase of $13,597,594. A surplus of $23,751,386 thus re- 
sulted from the year’s operations. At the end of the preceding fiscal year 1941- 
1942, the surplus was about $30,000,000. Several appropriations were made 
from this amount, including approximately $16,000,000 appropriated by a 
special session of the Virginia General Assembly for investment in securities 
sufficient to retire the State debt as it matures until final liquidation in 1966. 
Virginia has thus, in effect, liquidated her debt and on June 30, 1943, had an ag- 
gregate surplus of about $40,000,000, one-fifth of which was in cash. 

In a study recently published by the State Department of Taxation, the esti- 
mated true value of locally taxable wealth in Virginia on January 1, 1942, was 
$3,700,522,688, of which about $2,500,000,000 was locally taxable real estate. 

In September the Virginia State Planning Board published a handbook on 
Postwar Planning containing preliminary and tentative programs designed to 
meet the problems that will probably confront the State in both the immediate 
and long-run postwar periods. Five broad fields of planning were considered by 
separate advisory committees, which formulated programs in public-works 
planning, industrial planning, general improvement planning, agricultural 
planning, and travel-trade planning. Emphasis was placed on the necessity for 
co-operation between State and local agencies, with major responsibility to be 
assumed by local authorities, if the broad program is to be successfully developed. 
University of Richmond Grorce M. Mop.in 




















PERSONNEL NOTES 


The following officers have been elected by the Southern Economic Associa- 
tion for the year 1943-44: 

President, D. Clark Hyde, University of Virginia, 

Vice-president (Program), T. W. Glocker, University of Tennessee, 

Vice-president (Membership), E. F. Wallace, Millsaps College, 

Secretary-Treasurer, E. F. Ward, Clemson College, South Carolina. 


* * * * * 


Clark Lee Allen, former Regional Economist with the Office of Price Adminis- 
tration in Atlanta, has returned to Duke University and is teaching in the Gradu- 
ate Army Finance School. 


Mr. John P. Gill, instructor in commercial mathematics and statistics at the 
University of Alabama, is to become Economic Analyst for the Federal Reserve 
Bank of Dallas, Texas. 


Mr. Meredith V. McDougal, instructor in economics at the University of 
Alabama has resigned his position to accept employment in a war industry in 
New Orleans, Louisiana. 


Dr. G. Etzel Pearcy, assistant professor of economic geography at the Uni- 
versity of Alabama, has resigned his position to join the staff of an airline 
company. 


Miss Allene Smith, B.S. in C. & B.A. University of Alabama and M.B.A. 
Northwestern, has been appointed Acting Statistician in the Bureau of Business 
Research and Instructor in Statistics at the University of Alabama. 





COMMUNICATION 


Due to the space limitations involved in book reviewing, Dr. Keister’s review 
of my Planning for the South, which appeared in the October issue of the Southern 
Economic Journal, inadvertently gives the impression that I am opposed to 
collective bargaining. I should appreciate an opportunity to correct this 
impression. 

My fundamental thesis, about which there will inevitably be considerable 
difference of opinion among economists, is that the scarcity of capital and the 
abundance of labor in the South relative to the industrial Northeast make it 
natural for Southern enterprise to make generous use of the abundant factor 
and careful use of the scarce factor. In the absence of interventions, this leads 
to a level of wages in the Southern region lower than in the Northeast and a 
rate of return on capital somewhat higher. The effect of these relationships 
is to attract capital to the South and to draw labor toward the Northeast, thus 
promoting diversification and the steady mopping up within the area of the 
population surplus which accumulates on Southern farms. In so far as govern- 
mental interventions are desirable, and I recognize the need of far-reaching 
interventions, these should, as Walter Lippmann has put it in The Good Society, 
be designed ‘“‘to make capital more mobile than labor.” 

It is against this theoretical background that I expressed the view that col- 
lective bargaining on a national scale, aiming as it does at a marked reduction 
in regional wage differences, promises to slow down the rate of industrialization 
and diversification in the South and to increase the movement of surplus Southern 
labor out of the region. 

I have emphatically endorsed trade unionism and collective bargaining in a 
liberal society but have argued that in the post-war world, in which government 
will probably spend vast sums for the training and re-training of men, there 
is no place for the closed union or the closed shop. It is the efforts of national 
unions to gain these powers and to use them to protect labor standards in the 
old and established industrial centers which lead me to characterize collective 
bargaining as detrimental to the long-run interests of the South. While I am 
not happy about the prevailing low wage scale in the South, I do believe that 
excessive narrowing of the differential by collective action, whether through 
government, as in the Fair Labor Standards Act as now administered or through 
organized labor as it now operates, will do more harm than good. 

Joun V. VAN SICKLE. 
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